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the WonourablesBbimer Mackay, P.C., M.P. 

Minister of Regional Economic Expansion 

Minister Responsible for Canada Mortgage 
and Housing Corporation 

Room 458, Confederation Building 

House of Commons 

Ottawa, Ontario 

K1A OA6 


Deatreir. Mackay : 


It is with great respect that we submit the Report on 
Canada Mortgage and Housing Corporation. 


The report was produced by a Research Staff and 
Secretariat, with the advice and assistance of the Task 
Force and the Chairman's Advisory Committee, which were 
Organized for the express purpose of reporting on: 


Gis) ether CULrEent posi tLON .Of CMHC; 
(ii) the projected housing needs of the 1980's; 


(iii) the organization that will best deal with 
the current circumstances and serve the 
shelter needs of all Canadians in the 
£980" s. 


We purposefully avoided any attempt to allocate 
responsibility for possible past short-comings. We 
have identified the current situation and proposed a 
course of action that will rationally deal with the 
immediate concerns and allow the Government of Canada 
to respond to the housing needs of Canadians in the 
PSs 0's. 
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REPORT ON CANADA MORTGAGE AND HOUSING CORPORATION 


1 INTRODUCTION 


eet Terms of Reference 
leg Overview of the Report 
2 FEDERAL AND PROVINCIAL ROLES IN HOUSING MARKETS 


Drove: Evolution of Federal and Provincial Roles 
in Housing Markets 
Deo Rationale for Government Intervention 


3 HOUSING CONDITIONS AND FUTURE TRENDS 


sygal Housing Conditions 
See Outlook for the 1980's 


CMHC AND OTHER FEDERAL PROGRAMS AND ACTIVITIES 


As l Overview of Programs 

asZ Mortgage Loan Insurance and Direct Lending 

4.3 Home Ownership Incentives 

4.4 Public, Co-operative, and Other Rental 
Programs 

5 Urban Renewal and Rehabilitation 

6 Land Acquisition and Municipal Infrastructure 

1) Other Major CMHC Programs and Activities 

8 Other Federal Housing Policies 


5 FINANCIAL OPERATIONS OF CMHC 


Sree. Financial Flows in Relation to Financial Role 
Sees Financial Flows in Relation to Departmental 
Role 


6 OPTIONS 


Gio: Status Quo 

Gre Options for Financial Functions 
6.3 Options for Departmental Function 
6.4 Personnel Adjustment Program 

6.5 Recapitulation 


7 RECOMMENDATIONS 
. Recommendations to the Federal Government 


Wee 
Dee Financial Implications 
lens Federal-Provincial Considerations 


APPENDIX 


Criteria for Privatization 


Note: Ce rapport est aussi publié en frangais. 
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ti INTRODUCTION 


Canada Mortgage and Housing Corporation (CMHC) has 
traditionally acted in the housing market to affect the 
rate. Of) housing production ‘and sthe distribution, of 
housing units both between income groups and geographic 
locations. The Corporation's activities have changed 
over nis e40y cans oderex Nsitmence “aint resiponsier to 
PHeveasl NGmacitavally Tbya the* private “secuor “and 
provincial governments in the financing and in the 
initiation and operation of housing for modest and low 


income households. 


A reassessment of CMHC's activities in the provision of 
housing to Canadians is prompted by the following 
concerns of the new government: first, an examination 
of duplication of federal and provincial government 
services is expected to result in clarification of 
federal and provincial jurisdictional responsibilities; 
second, the federal government has announced measures 
for a mortgage interest and property tax credit and is 
econsrdering capitalycost, allowance provisions £or 
rental units which will have an important effect on 
housa nig tnavket seegt hu rdgytne et ederal Epioli cy of 
expenditure restraint make this an opportune time to 
emphasize those activities of CMHC which could be 
Operated without hidden or open subsidies; fourth, and 
most important, the federal government has announced 
Mest inventions to ,withdraw from activities more 
appropriately carried out by the private sector. This 


Studynas ethesdirect. resul teok <thatwconcern. 


Accordingly, the government appointed a Task Force 
under the Chairmanship of Mr. Donald J. Matthews to 
prepare this report. The Task Force was composed of 
representatives of the Department of Finance, Treasury 
Board Secretariat, the Department of Justice, the Privy 
Council Office, the Department of Energy, Mines and 
Resources, and Canada Mortgage and Housing Corporation. 
The Task Force was expertly assisted by an Advisory 
Committee composed of representatives of the building 


tyades, Spraivate financial institutions, ‘ard’ the 


academic community. The Task Force also consulted 
extensively with all sectors concerned with housing and 
greatly appreciates the time and effort taken by these 


groups to express their views. 


The views expressed in this report were thoroughly 
discussed by all concerned and represent a unanimous 
concensus of the Advisory Committee. This «document, 
while, being tpublishedfunder tthe: authority ofeiwhe 
Government of Canada, is not a statement of government 
policy, noe should grit tbetasisumed @that thie wgovernmenc 
agrees with all aspects of the analysis contained in 


the report. 


lesa: Terms of Reference 


Cabinet has directed that the Task Force study the 
potentials Fors privatizing: ac Veastyeerauainevor etic 
activities (as opposed’ to privatization of the corpo- 
ratilonMas) aigoing concern) Feorvencouraging “the private 
sector stortakesa’ bargermorole) initcertainvot the facrr— 


vities of CMHC. The Task Force report would focus on: 


(a8) The spolicy imp ications «Ob ipnivace— 


zation in each case; 


(13) The legal and financial implications 


OfP privatization: 


Gia) Alternate modes of privatization in 
each® case, witth armdiscuss ronvof ta 


preferred modality; 


(ew) A proposed strategy and timetable for 


privatization. 


With these terms of reference in mind, the Task Force 
has <tuied to lookjrativalibwaspecics? Offsethe (Canadian 
housing scene as it has developed over the last sixty 
years. We have looked at the details of that evolution 
and ‘wehave: alsostrledsvomvilewol te-from? a tbroader 
perspective. It is only when «the piattern becomes 
visible that we can properly assess not only what the 


federal government has done in the past, but also, and 


. 


Avover alte What thst tiiiture vowace should be? imothe 


housing £Lield. 


Bnew oye cthive (oOLygohiks Stepio nk vispsotoumke that 
assessment, not in terms of any absolute dogma, even 
Bie to Ey pr hV.ate zak lon ibe ma tiver ein. ter ms) ot)ca 
realistic appreciation of the future housing needs of 
Canadians in all regions of the country and the most 
effective ways in which those needs can be met ina 
free and pluralistic society such as ours. We do not 
Lejyect aeeunemoutset  anyljmolemior the federal 
government in meeting those needs; but neither do we 
cS Une wat hal thks ta quipomatacaldy )and “ny cadal 
circumstances play the leading role and bear the major 


share of the responsibility for meeting housing needs. 


We have tried, in this report, to consider objectively 
the areas in which government activity remains 
necessary and desirable, as well as those in which the 
Private sector may be able to do the job better. And, 
while we argue for a change in the balance between the 
public and private sectors in the housing field, we 
espe ch a anor WAST mt Oca in acim St hiesukiadustinon “o.f 
co-operation that has long existed between public and 
Drivaterenterorisel in thisptarearsolbsactivitys. The 
federal government in general, and Canada Mortgage and 
Housming = COrpOorationsin parbicular;ahavema Long-and 
honourable history of involvement in housing and 
mortgage markets, and we have no intention of 


suggesting that this should be otherwise in the future. 


1.2 Overview of the Report 


Chapters: 2wandy Seofkithis reportsestabillism the context 
TOGNonmanaaycis Of the activatles of CMHC on the 
program front: Chapter 2 begins with a review of the 
evolution lof tthe) federal -and provincialh roles in 
housing markets since the first federal housing 
legislation and concludes with a detailed statement of 
the rationale for government intervention in housing 
markets; Chapter 3 describes the evolution of housing 


Conditions in Canada since ‘the Second World War, and 


shows, the moremimportantsfactorsswhichww tii -ateectr 


housing markets in the 1980's. 


Chapter 4 gives a detailed description of the major 
programs operated by CMHC since 1945, as well as a 
statement iof other sprograms Sores provist ons somstiiie 
federal government which have an impact on housing 
markets. Chapter 4 clearly illustrates the dual role 
that CMHC has played on behalf of the government: the 
Corporation operates sin atiinanciakl ‘capacity 1 nares 
lending and mortgage loan insurance functions and in a 
departmental capacity in administering housing 
subsidies on behalf of the government. These two 
Capacities “are integrated nigthers de saci jon wamrosrt 


programs of CMHC. 


The mix of activities carried jonvby)}the Corporation and 
a number of other itactors; Minreludingsthe Dequstative 
environment in which the Corporation operates, have 
resulted) inge:inumber-of, financial® datiiicuits eatmwhireh 
are now cause for serious concern. They skimenicelasl 
aspects of CMHC's operations are described and analyzed 


in Chrapite 7257. 


Ghaptenr .6 fipstasummarnrzes-stuheermolatciataomerrot 
continuing with the status quo, and then presents a 
number of realistic options to be considered in the 


review -ofithevactinvities’ Of sCMHGe 


The report concludes in Chapter 7.with recommended 
changes in CMHC's financial and departmental functions, 
an assessment Of% the -fLinancnral amplicatrons “on the 
federal government if the recommendations were 
implemented, and a discussion of considerations raised 


inthe, area of federal-provincialgrelations: 


2 FEDERAL AND PROVINCIAL ROLES IN HOUSING MARKETS 


This Chapter describes the evolving federal and 
provincial roles and provides a detailed statement of 
the rationale for government intervention in housing 


markets. 


2.1 Evolution of Federal and Provincial Roles in 


Housing Markets 


The federal government first entered into housing 
policy in 1919 when 1t provided ’$25 million in loans™to 
the provinces which in turn were lent to municipalities 
for the construction of modest quality housing. More 
than 6,000 units were constructed under this program 
before it was terminated in 1923. The rationale behind 
the program was not: to provide howsing for any 
particular group but rather to relieve what was thought 


to be a general scarcity of housing for Canadians. 


During the b920%snthereswas ranconstruction boom In 
Canada and it was not until the Depression that the 
federal government entered into housing policy ona 
permanent basis. The Dominion Housing Act of 1935 
established ayfederalstoan fund of '$10 million for 
prospective builders and owners. Under this program, 
the federal government made loans jointly, on a 25-75 
perecent basis; with sauthonized private lending 
institutions; provided an interest subsidy and capital 
guarantee which virtually eliminated all risk of capi- 
tal and<interest toss) onnfiundspadvanced: by -institu- 
tions; and had the right to set lending terms and con- 
ditions under which funds would be advanced. The major 


objective of this policy was to stimulate the economy. 


Ther year, LI38esawe-the sintroduction off the: National 
Housing Act with the following objectives stated by the 


federal Minister of Finance: 


(oa) a substantial contribution to the elimination of 


unemployment in the field where it has been most 


heavily Tooncentrated, Tand wo, themg eneraw 


stimulation of business recovery; and 


(gi din) a substantial contribution to the improvement of 
housing scondttionssparticularly  rornsban1n ores 


with low incomes. 


There were three parts to the Act. Part one made 
possible 90 per cent loans on houses costing less than 
$2,500 and guaranteed loans of $4,000 or less in remote 
areas. Part two allowed limited dividend companies or 
municipalities to borrow funds at subsidized rates from 
the federal government to provide low income rental 
projects. Part three authorized the federal Minister of 
Funanceito pay allimuntcapalm taxes! fom one year son 
houses costing less than $4,000, and 50 and 25 per cent 
in the following two years if the municipality provided 
building lots for $50. Part one was used extensively 
with over 15,000 loans authorized over four years. 
Part: two haps ed in 940 5withe only Stave prov tices 
passing enabling legislation, while part three lapsed 


in 1940 after having been little used. 


By 1944 there was grave concern that demobilization 
would be followed by a massive housing shortage as well 
as widespread unemployment. The National Housing ACE 
(NHA) of 1944 was introduced to help deal with these 
problems. 7ltvwasmbasically “arconsolidationsor Pts 
predecessors and maintained the technique of joint 
loans, loan guarantees, and loans to limited dividend 
companies. The main features of this program remained 
intact until L9S4e "lworchanges that drdtoeccur in “the 
pre-1954 period, however, were the establishment of 
CMHC in 1945 to administer the National Housing Act and 
the passage of legislation in 1949 in which the federal 
gove@mment offered 75 per cent of the capital and 
Operating costs of spublic housing orojects to provinces 


undertaking their construction and operation. 


Even choughethere was -Tegrstation focussing on eene 
objeectiverot housing ‘redistribucion® (is est,ielams ted 
dividend and public housing legislation), the emphasis 
was on increasing ther production of housing in tie 


“pre-1954 period. @By “creating a virtuallywrisk free 


’ 


investment in mortgages and setting the charge for 
absorbing these risks below what lenders would normally 
incorporate win theirmecadculetaon foriamakaing van 
uninsured loan, the loan guarantee and insurance 
program enhanced the long run desirability of 
residential mortgage investments. Thus, government 
policy clearly sought to increase the efficiency of the 
privates sectormand to work) with at otows timu laitice 
riesident ial vconstruction: and upgrade -housing 


standards. 


Although stimulating housing demand remained a long run 
objective of federal policy, the emphasis shifted after 
MI>4ee, The Mostaprominenteinnovation of ithe» 1954 
National Housing Act was the replacement of the joint 
lending technique with the present system of mortgage 
insurance, although the government still reserved the 
Gpaghtitosset sthe interest rateron) NHA morntgages. 
Provision was also made for the establishment of a 
secondary market in NHA mortgages; and the chartered 
banks, which had been previously excluded from the 
market, were empowered to initiate NHA loans. The 
primary objective of these changes was to increase the 
availability of mortgage funds from the private sector. 
Thus;, government) policy situllisought tovencourage 
private; sector Vending rather than replaces atiwith 


direct government lending. 


The gains in obtaining additional sources of funds from 
the private sector were short-lived, however. Funds 
for mortages were being squeezed by the demands for 
funds for other purposes. They NAW hi ntier este rates 
administratively set by the federal government at this 
time, was increased in an attempt to obtain greater 
private financing. However, a continued upward movement 
in all interest rates quickly eroded any gains: the 
government was faced with the prospect Pee nenien 
increasing the interest rate on NHA loans, which would 
have precluded the chartered banks from participating, 
given their interest rate ceilings imposed by, the Bank 
Act. It was therefore decided to increas funds Vtor 


residential mortgages through CMHC direct nding. 


™! ' % 


The government philosophy behind this policy appeared 
to be one lof assisting, \rather “than replacing; 7 the 
private sector. CMHC direct lending was supposedly 
residwal tim the sense “that *bormowexrcetinad flo 
demonstrate, via rejected loan applications, that they 
were unable to obtain private financing on NHA terms. 
Albthoughmthis \ofiset some privateliseetor ending. eut 
has been shown that 75 to 80 per cent of this lending 
was residual in the sense that it provided a net 
addition ‘to=the supply of "mortgage credit. = Thus peene 
government not only prevented the decline of private 
mortgage funds, resulting from market imperfections, 
Erom causing alsignifi]eant eductvoneines constouverLon 
activity, butwalicoyusedBhousingmastarmayoOmmrorcesror 
stimulating the whole economy during the years 1957, 
OS 877 tanceI sc 


Finally, in 1961, the federal government through CMHC 
began torprovidessloans stovmunlvcLtpal Teles forercive 
provision of sewage treatment plants and trunk sewers. 
This program also stimulated residential construction 


by increasing the availability of serviced land. 


Although provinces had undertaken some joint investment 
with the federal government for public housing, with 
the,exception “of: Noval -Seotia, provincial ‘governments 
did not make great use of? thetNational@HowsingrActr, 
untvORbI6A PA Magorerevision fom the Act@in that yean 
authorized the Corporation to provide direct loans to 
thewvprovanicemfiorv9i0" permcent yofs thes capital tcos tor 
public housing projects and to share the operating loss 
ons as50-50tbasiss Ato make a’ 90" perscent™ loan tior= land 
acquisition vand@servicing, fonsthie: project: LOeloan’ to 
non-profit’ corporations Owned  bDyseawpiGo VAN coor 
municipality: forslowmwmentals progects js and to ™perni1 et 
greater funding of urban renewal programs for a’ wider 


range of projects. 


These amendments had three effects. PES t@ they 
resulted int asdecentralizatronsoLr housing poltcyimw len 
provincial housing corporations beginning to assume 
increased responsibility. Second, the amendments 
shifted the focus of CMHC from one of market efficiency 


Concerns TOTOne: Of Srediseributwion.] “hha wots. cMHUe ra 


v4 


conjunction with the provinces began to undertake 
programs such as land assembly which before had been 


undertaken by the private sector. 


By the late 1960's, the provinces were significant 
actors in the housing field. Several provinces were 
operating home ownership incentive programs and a 
dwelling unit rehabilitation program was successfully 
Operating in Quebec. By the late sixties, the changes 
in the objectives of federal and provincial housing 
policy were increasingly evident. For example, between 
1949 to 1967, a nineteen year period, approximately 
SiGt¢2ndied On «was voommatted form pubblicshousing. In 
comparison, in the two years 1968 and 1969, over $377 


million was committed to public housing. 


Indeed, by 1967, the federal government was faced with 
an Giviei cud tone hioweey Eel thes #4 be ceo telid" Sw itt indasaww 
substantially from .the spmovision of direct, Joans to 
finance large volumes of ‘private market housing'; 
ignore the provincial demands for funds to finance 
social housing; or substantially increase its financial 
commitment to housing. The federal government chose to 
support provincial priorities but also undertook three 
policy initiatives in the late 1960's to further remove 
imperfections in the mortgage market and thus increase 
thiceyvsuppdy sot ep riwiates funds avaitbable to «the 


construction industry. 


First, the government relinquished its authority over 
the maximum rate of interest that qualified for NHA 
insurance, thereby allowing the NHA mortgage rate to be 
set by market conditions. Second, the minimum term on 
an NHA loan was reduced from 25 to 5 years which 
allowedsdeposit~-taking -institutionstco match» the 
Maturity term of their liabilities with their NHA 
mortgage investments. As a result, NHA mortgages become 
a more attractive investment. Finally, revisions of 
the Bank Act in 1967 allowed the chartered banks to 
make conventional loans and simultaneously removed the 
Sax. Der  centrceiLing on, bank, Joans.:j<Thisisledychartered 
banks to re-enter the mortgage market which they had 
left in-the late 1950's. 


ae 


10 


In ‘the field of housing, thesearly LIVCMS could aoe 
characterized as a period of federal-provincial joint 
programming for income support purposes. In 1973, the 
federal government introduced measures which made some 
of -the* principles contained inp andividvateprovincral 
programs available to all Canadians. The federal 
government encouraged provincial governments to 
integrate federal and provincial programs rather than 
operate parallel programs, and for a short period of 
time, federal and provincial housing policy operated in 
remarkable harmony. Together, “the™fiederalttand 
provincial governments implemented programs for public 
housing; improved non-profit and co-operative projects; 
established programs to respond to the unique housing 
needs of rural and native persons; and provided 


assistance for community revitalization. 


Federal objectives at this time included stimulation of 
residentval construction ror "*cyclveal stab ulizavron 
purposes, assistance to middle income groups which were 
experiencing difficulty in buying homes because of 
inflation, improvement of the community environment in 
which the housing units were placed, and subsidization 
of rental production for households whose incomes were 
not tested. The overall policy became one of bridging 
the inilationary gap with public™ funds By oS, 
pressures on federal loan funds became too great and a 
policy shift was made from federal financing to the 
provision of federal subsidies on privately financed 
housing. For example, CMHC adirect Toan commitments 
under the Assisted Home Ownership Program were $458 
miulLlion sin L975, decreasing tos s0emi Eli onwinebe7 6, sand 
ess? than $2 maislition: iby el 978 5 


At this time, the federal government also began to 
withdraw from joint federal-provincial efforts and 
provincial priorities were reassessed. The result was 
a proliferation of new programs with a wide range of 
objectives and "£unetrvonss "based 'on “prov Tned al 
government priorities. Provinces also withdrew from 
federal-provincial public housing as the staggering 
costs and massive inequity of the program toward 


individuals became evident. 


sah 


In the last two years, the policy objectives of CMHC 
have focussed on the provision of housing for low 
THeome Groups “and providing assistance to 
Municipalities for community services. However, the 
financial intermediary role of CMHC has been greatly 
diminished. With respect to the low income housing 
programs, CMHC provides annual assistance to provinces 
Or oOthershundertaking projects; but nas greatly 
curtailed loan commitments to these groups. As for the 
provision of community services, the massive loan 
commitments made for municipal infrastructure and 
neighborhood improvement have been withdrawn and 
replaced by. a system of grants im? alin castes, 
borrowers are expected to obtain funds from private 
lenders rather than from CMHC, although CMHC retains a 
much reduced residual lending role to ensure that funds 
are made available in smaller communities where private 


lenders are not active. 


Provincial programs remain varied across the country 
and relate to the specific market conditions in each 
province. Common concerns, however, are housing 
rehabilitation, energy conservation, and limitation of 
government financial intermediary roles, with the last 
concern resulting mainly from budget constraints rather 
than an explicit housing policy. There is considerable 
interest “rn “direct vass isitance’ tothe*andividwal, to 
ensure? ti exabanliutyo-ain choice "of -accommodation and 
market place adjustment to demand for good quality 


accommodation. 


Lt? uso clear from thistbriet iyistorical’ description’ that 
the emphasis of CMHC and provincial agency activity has 
evolved *continwously over> the past 40 *years% 
Throughout this period, housing has been used, when 
thought necessary, aS an economic stimulation tool. 
However, the thrust of federal and provincial policies 
has shifted considerably, beginning with the emphasis 
in the thirties and forties on employment and demand 
stimulation, shifting in the fifties: to “a ‘concern with 
the availability of housing finance, and in the late 
sixties and most of the seventies to a preoccupation 


with social policy and income redistribution. Finally, 


2 


in the late seventies we have witnessed a reduction in 


government assistance and direct market intervention. 


During this whole period, policy emphasis has also 
shifted,» primarily.from sone of. assistance (tos tne 
Driwateqsie ct ors fe hrougmh Sthesarje mova Yio my mangieet 
imperfections which impeded the free flow of funds and 
resources into housing, to one of competition with the 
private sector through financing public and non-profit 
housing: -Just) as housing gpolicyohas; responded Po 
changes in market needs and the economic and social 
environment in the past, it is now appropriate to 
reconsider the focus and emphasis of government 
activities, as current housing conditions and emerging 
trends /for the) 1980%s areyvastly=diftfierent rom) those 
of the past. Budget constraints on both federal and 
provincial governments will be a constant factor in the 
development of any government housing program in the 
foreseeable future, but there is also a new dimension 
to federal-provincial housing programs involving the 
clarification of roles and responsibilities between the 
federal and provincial governments. Housing conditions 


and: trends sare described ins Chapter) 3 of this report; 


Da 2 Rationale for Government Intervention 


This section reviews the traditional economic rationale 
for government intervention in housing markets, and 
considers in a broad way the relevance of this 
rationale for-Canada. The inittal parts ofveach sor the 
subsections are concerned primarily with the rationale 
for government intervention per se, without considering 
whether federalyor iprovinctral jurisdietion wouwldybe 
NOre appropriate tmior eth ise) anter venta on. The 
Jurisdictional issues and the transmission mechanisms 


are then considered at the end of each subsection. 


In a market economy, the primary reasons for government 


intervention in the housing sector are: 


(i) to compensate for market imperfections 
i Nis at hiewcad phOGa t a-on0 fesca pasta eorad 


resources to the housing sector; 
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(eit) to compensate for externalities in the 
production or consumption. Of housing 


services; 


(saa ) to redistribute income; and 


(iv) LoOsereduce cyclical, £fluctuationsi;in, resi- 


dential construction. 


Market Imperfections 


(oa) Market Imperfections in the Allocation of Credit 


When capital markets operate perfectly, capital is 
alskocated according shosthe, relative ustrengthcwof 
competing borrowers. In such a situation, funds would 
be madéesavailable by the market so that.all the 
effective demand for housing services would be 
satisfied, since unsatisfied demand for more housing 
would be reflected in an increased demand for mortgage 
credit and hence in a higher mortgage rate. Lenders 
would find mortgage investments relatively more 
attractive than previously and increased funds would be 
allocated to the housing sector until the excess demand 
was satisfied. However, when market imperfections 
exist, the mechanism is broken, leaving some housing 
demands unsatisfied and resulting ina less than 
optimal supply of housing. The ampli catwons Of such 
imperfections in the mortgage market are considerable 
because capital expenditures in the housing market are 
msuahiy financed .wathearveny «nigh! propoyntion .of 
mortgage debt compared to owner equity, and variations 
in the rate of interest and in the supply of mortgage 
funds exert a substantial effect on housing demand and 


new residential construction. 


It has been claimed that mortgage borrowers occupy a 
residualsorssecondary position, in ginancial,markets 
because Of esther vrelativesdky vhigh isens Lervitiyist oO 
imterest .costscwand because, of the nature of, .the 
mortgage instrument. The high interest sensitivity 
does not constitute a legitimate market imperfection 


because it merely reflects the relative preferences of 
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mortgage borrowers. In contrast, the second reason -— 
undesirable investment characteristics of the mortgage 
instrument —— Can be GlasS tired “ac a’ Market 


imperfection. 


Until recently, the mortgage instrument had a number of 
features that made it a relatively unattractive vehicle 
for institutional investment. Among the undesirable 
characteristics were the non-liquid nature of mortgage 
investment. resulting, from the Lack of an “efticient 
secondary market sand? the Long term natune Com the 
investment; the relatively high risks arising from the 
local nature of the investment; the asymmetry in 
interést pmisk vardis ing from borrow em repayment 
privileges; and the relatively high selection and 
administrative costs associated with mortgage lending. 
Consequently, financial anstrtewtions= requimned= a 
considerable yield premium to undertake the risks and 
costs of mortgage lending and tended to increase their 
participation in the market only when demand in other 


sectors lagged. 


However, one of the major successes of federal housing 
policy and private sector response has been the 
elimunation of the residual @spectsor mortgage 
investment by financial institutions. This change came 
slowly and in stages but was directly facilitated by 
the federal loan insurance program which reduced the 
default risk for lenders and widened their mortgage 
Da reENiC Vp Eero ns. Oncestherr "scaliesotre operations 
increased, the liquidity of their mortgage portfolios 
increased and selection and administrative costs 
declined. The eligibility of 5 year term mortgages for 
insurance and the financial industry move to periodic 
interest rate adjustments ended the asymmetry in 
interest risk and further increased the liquidity of 
mortgage portfolios. Together with the removal of the 
yield ceiling on government Insured loans, “this 
eliminated most market rigidities. Consequently, 
mortgage investments should no longer be considered a 


residual outlet for investment in Canada. 


ReETnrorci ng =enesercovo lis tome 1s eters viicr tila 


elimination in recent years of lagged and incomplete 


cy 


rs 


mortgage rate adjustments in Canada. Pipesire past | 
mortgage rates adjusted more slowly and moved within 
Har nowern SWimitis? than vates) Of interesit® on other 
securities, which reduced the attractiveness of 
mortgage investments during periods of rising interest 
rates. The freeing of the NHA mortgage rate, the 
elimination of restrictions on mortgage lending, and 
the absence of regulations on interest rates paid by 
financial institutions permit fast and more complete 
Market adjustments, which allows us to say that the 
long term flow of funds into mortgages is presently not 


obstructed in Canada. 


On the other hand, the mortgage market and its problems 
eaneticonstantily -evolvimg "andr thieremarke t Peo mot 
completely perfect. One relatively new imperfection is 
tress propostionatesdwmpact lofvant lation ‘on housing 
demand. During inflationary periods, expectations of 
MUcUGgesiniwavionG@ares Pnicdorporated@rnto-economic 
decisions and are reflected in the level of interest 
rates. When existing inflation creates inflationary 
expectations, the mortgage rate rises, such that a 5 
per cent increase in the expected rate of inflation 
increases the mortgage rate by approximately 5 
percentage points, for example, from 9 per cent to 14 
per cent. This substantially increases the proportion 
of income which a household must devote currently to 
housing, thus reducing housing demand and the flow of 
resources, into*housings © The «concomitant decline” in 
housing demand and flow of funds into housing arises 
not from a decline in the desire to purchase housing, 
but from a market imperfection which disproportionately 
increases the real costs of homeownership when the 
expected rate of inflation rises. This is the so-called 


nt Pte ipxroblem: 


A variety of proposals such as the variable rate 
mortgage and price level adjustment mortgage have been 
made to offset this imperfection, but they have not 
been widiedy cacceptedpain? thie _private sector. 
Consequently, some contingency role may still remain 
for eied ciao wnousngwpoltiion Beorohisiet market 
imperfections, and to encourage the private sector to 


eliminate any imperfections. 
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The primary government mechanism for reducing capital 
market imperfections has so far been to increase the 
relative attractiveness of the mortgage instrument for 
private financial institutions, and when this approach 


was insufficient, to provide funds directly. 


Any development that improves the investment 
characteristics of the mortgage instrument, compared to 
alternative investments, increases the flow of funds 
into mortgages. Changes in the characteristics of the 
mortgage instrument can take many forms, ranging from 
the introduction and broadening of federal guarantees 
or insurance, to the creation and improvement of a 
secondary market in mortgages. These changes reduce 
the risks associated with mortgage investment and 
encourage institutions to devote a higher proportion of 
their funds to mortgage investments. Federal programs 
that alter the investments characteristics of mortgages 
include the federal loan insurance program and CMHC 
auetions to develop sa, secondary) manke tami NTA 


mortgages. 


There is little doubt that the federal loan insurance 
Pp GL0Gg rams has) gre ak ivypein orem sted). enc. eeoinG eran 
attractiveness of mortgage investments for financial 
institutions, and increased the total long term flow of 


funds into mortgages. 


However, the program now generates a relatively small 
netyunceweases ingmortgage; avaidabi lity .slhis Sisieuin 
part, a result of its success in reducing impediments 
to. thesplows ofa Gundsmintormortgqagdess and m inmpar tae 
result.-of the <evyolutaon ‘of jthe capitals markets yg and 
development of private mortgage insurance. Since the 
program involves no transfer of federal funds, the 


insurance role could be viable for the private sector. 


However, given the contribution this form of program 
has made and the uncertainty as to the nature of future 
impediments in the mortgage market (such as the 
disproportlonates impact.of awnilati on “darsicuissied 
earlier), 4.1 Mayabe vappropriatetiior ‘thestederal 
government to retain contingency insurance powers in 


this area. 
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Consideration should also be given to the market 
structure implications of federal withdrawal. Would 
such withdrawal, for example, lead to monopoly or 
Sos luscion .samong privates insurers ? Withreproper 
Supervision by the Superintendent of Insurance and 
Staqdedyprivitazationmthiesprobbemican probably vbe 
avoided, but it requires careful consideration in 


advance. 


(ii) Market Imperfections in Real Resource Allocation 


A second set of market imperfections can arise on the 
real resource side. It has been claimed, for example, 
that market imperfections exist in residential land and 
labour tmarkets.inwthe form of oligopoly; or monopoly 
power exercised by labour unions and land development 


companies. 


However, previous studies suggest that there is little 
evidence <LO,supponts theseschoaims., .Wathe respect=to 
residential construction Jabour, .theEconomicrCcouncid 
of Canada has reported that apart from the Province of 
Quebec where union membership is compulsory, only five 
to ten per cent of residential construction labour is 
unionized and that construction workers are generally 
quite: mobihke geographicaily. Wittheimespect {to 
residential land, in 1978 the Federal/Provincial Task 
POupcenong tie, Suppd yerandsaRra ce, of 4Ser vairced thand 
concluded that there was no evidence to support the 
monopoly developer theory which asserts that ownership 
of undeveloped land is concentrated in the hands of a 
small number of powerful developers. Consequently, the 
need for direct government intervention appears low, 
although there may be a role for government to use 
legislation to ensure that monopoly power does not 


AGUSesA netne sutures 


On the other hand, market imperfections in land markets 
often arise because of government planning regulations 
and Zoning snestrictierss Siueh reg uehattiiions: (and 
restrictions arise naturally because municipal revenues 
and most municipal costs are related to property and 
its uses, and municipalities are therefore reluctant to 


accept development below a break-even level of 
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assessment. The problem is exacerbated by taxpayer 
resistance to new development due to the fact that the 
costs of major services such as trunk sewers and roads 
are borne by all existing residents on behalf of future 
residents. Even if these services are financed by the 
use Of ‘debt, a burden ts still imposed on vexrseing 
residents. Finally, residents are also concerned with 
Maintaining the quality of their neighborhood and the 
quality of the environment, which reinforces the desire 


for municipal regulation. 


Government has a variety of mechanisms at its disposal 
tovconbat monopoly Jandy = munrcipal ands cervlrecing 
problems. With respect to monopolies, if they exist, 
the appropriate vehicle may be anti-combines legisla- 
tion rather than direct market intervention via the 
creation or funding of public land banks. With respect 
to land servicing problems and municipal resistance to 
new development this is constitutionally a provincial 
matter. The role of the federal government could be 
reduced to providing “assistance to” provinces Lor 
funding services if a case could be made that there was 


an extra-provincial benefit from such expenditures. 


(iii) Discrimination in Housing and Mortgage Markets 


Imperfections in both the housing and mortgage markets 
could arise because of discrimination against certain 
groups. AS an example, in the housing market, some 
Landlords may retuser to renteunirts to students or 
single parent families. Similarly, in the mortgage 
market, discrimination may exist against some borrowers 
such as women or native people and against some 
properties located in areas, such as rural areas or 
rundown neighborhoods, which lenders feel are 
undesirable. To the extent that discrimination does 
exist, government efforts should be directed toward 


removing the source of the problem. 


(iv) Problems with Second Best 


In addition to the possibility of private sector market 
imperfections, there is the possibility of government- 


created) imperfections: in the housing market”. For 


19 


example, distortions are created by rent control and 
the pricing of energy at less than replacement cost. 
Rent control substantially distorts the rental housing 
Market by reducing the supply and quality of the rental 
housing stock. Policies such as rent control are often 
introduced to remove or redress existing distortions, 
but often create new and more severe ones. Porrhe 
extent ‘this isstrue,; vas in “the ‘case vot rent control, 
the best solution for reducing market imperfections 
Stemming “rom "a government spolicy “ts cvearly -to 
eliminate the policy in question. If the elimination 
of these policies is not feasible for institutional, 
political, or other reasons, as a second best solution, 
the government might provide subsidies which produce an 
incentive to minimize the distorting impact of the 
powieres™. Porexanple;, “subsidves for “rental 
construction would reduce the distortions created by 


BeneecCOnecols. 


In order to prevent one level of government from 
introducing a policy for its own strategic advantage 
and looking for another level of government to bail it 
out from undesirable effects of the policy, each level 
of government should normally be responsible for 
programs used to offset its self-generated distortions. 
This suggests that it would be inappropriate for the 
federal government to provide funds to stimulate rental 
eonstruction solely an response to provincral rent 
conerol programs. On the other hand; Te might” be 
appropriate for the federal government to provide 
temporary assistance to the provinces in the transition 


stage as they phase out market-distorting programs. 


Externalities 


When a commodity provides positive or negative benefits 
NOU Only tontnose directrily "consuming Ate but’ also ‘torail 
Orval parrwoL cOciety, “that commodity Hs’ said to be 
generating positive or negative externalities for 
SOCLEty<  -sanece* tndividualie willtonly’ pay for’ the 
benetLtes they receive directly, “and not» for “the 
benefits that accrue to all society, these external 


benefits are not reflected in the price. The price of 


ve 
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these commodities thus reflects only the private 
benefit, which leads to an undersupply of commodities 
with positive external benefits and an oversupply of 
commodities with negative external benefits. Ti such 
externalities exist.for housing, there is sagnole. for 
government to encourage the adjustment of production to 


compensate for these externalities. 


(Sy) Neighbourhood Externalities 


The value of a dwelling unit and the services which it 
provides are related, to both thesstructurnal, characte — 
ristics of the dwelling unit and to the characteristics 
of the neighbourhood in which the unit is located. The 
existence of neighbourhood externalities for housing 


can be seen from the following examples. 


First; many typesmot rland @usei such) asmsanteation 
Pam Giri Lievon? pollute) Oniwi ntiem sity, 6 eel nici SVE veers 
incompatible with residential land use. If these 
operations move into a residential neighbourhood, the 
value of the dwellings in the area will decrease and 
the level of new construction will be lower than the 
other ~characternisitics vot (the «areas hhthwarrant, 
Government intervent lon, in sthewstor ms ofszon rng 
regulations could be used to prevent the introduction 
of land uses with negative externalities, although, as 
discussed earlier, the inappropriate application of 
these by-laws could wntroduce a diiterent, problem, 


namely market imperfections. 


Second, a ‘prisoners dilemma' situation may arise in 
which an owner may refrain from adequately maintaining 
Or improving his property because he feels this will 
not enhance hrs propertymunless Tothers cin ethe 
neighbourhood follow suit. If all area residents take 
this attitude, under maintenance of properties will 
occur, and consequently government intervention through 
a Maintenance subsidy, or minimum standard regulation, 
may be required to reach the appropriate level of 
Maintenance. Because neighbourhood externalities are 
likely. ‘to,;be local an  natune;) tocal »qovernmentesare 
usually the appropriate level of government to deal 
with them. 


Zal 


(ii) Housing Quality Externalities 


It is often claimed that external benefits accrue to 
society from better housing in the form of a reduction 
tneCrime wand wamtectwous disease, sasreduct ion in *the 
alienation of the population, encouragement of better 
chad d wo-brangumog7cand psychic tbeneciit set rom “the 
elimination of visible slums. Evidence that good 
housing results in these external benefits except in 
the case of most extreme housing deprivation is, 
however, lacking, although it is possible that some 
social benefits might be experienced only by later 


generations and thus be very difficult to measure. 


As discussed above, to the extent that such positive 
externalities exist, too little housing is being 
consumed because the private benefits are less than the 
social benefits. This problem is amenable to 
government action to stimulate demand by such policies 
as interest rate subsidies or grants to homeowners and 
rental subsidies. Because these policies reduce private 
costs sbelow socialecosts; sthéey compensate "for the 
shortfall in private benefits below social benefits. A 
strong case could be made for federal government 
intervention if such externalities are global rather 
phany Local sinenature. se As) well;.i tits: important for 
minimum housing standards to be approximately uniform 
aecbossmithe watt ronsecovawvord efiects tomcvimnevern al 


Migration and the allocation of resources. 


(iii) Information and Innovation 


The purchase or rental of a dwelling unit involves the 
purchase of many complex components such as foundation, 
etectyicalpwiring, wand: plumbing acSince sit ais unlikely 
that each consumer will be well-informed as to claims 
about the quality of each of the components, there is a 
legitimate role for government to provide information 
regarding these materials or to use standards and 
require inspections to ensure the quality of dwelling 
Units Phacmrolemispaiready playedmby a ivarileryrvor 
government agencies, such as Corporate and Consumer 
Affairs, and is handled by way of a National Building 
Code. 
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With respect to innovation, bualdersmand® lenders “may 
underinvest in research into innovative techniques such 
as alternative building stechnovogties or Vending 
techniques since innovations can easily be copied by 
competing firms at relatively low cost. Thus, while 
the industry on a collective basis may have a desire to 
obtain new technologies, the individual firm may have a 


reduced incentive to invest in research projects. 


Housing and Redistribution 


In virtually every western country, housing policy has 
been consciously used to meet the objective of 
redistribution toward households with low incomes. 
Traditional economic theory, however, suggests that 
unconditional cash transfers are more efficient and 
appropriate than in-kind transfers in making goods and 
services more generally available to various members of 
society. This is based on the principle of consumer 
sovereignty. With cash transfers, the recipient can 
utilize the transfer to purchase goods and services 
according to personal preferences. With housing 
transfers, on the other hand, the recipient must use 
the money to purchase housing, which in turn means that 
the recipient must receive a larger housing transfer to 
reach a given level of satisfaction. As a result, the 
cost of housing subsidies overstates the benefits to 
direct recipients. We would therefore argue that 
in-kind transfers should have social benefits such as 
those discussed in the previous section if they are to 
be used for improving consumer welfare and income 


aGustroLpwecwvor. 


Reinforcing the economic argument against income 
redistributive housing subsidies instead of direct cash 
payments are the effects on non-recipients. Since 
housing subsidies increase the amount of housing 
services demanded by the recipients more than the 
equivalent cash transfer, they increase themtotal 
demand for housing. This increases the cost of housing 
for non-recipients of the subsidies and also shifts 
resources disproportionately into the housing sector. 


oy 
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On the other hand, there are persuasive political and 
social arguments for’ in-kind@>transferss7) First, society 
May not be interested in income equality so much as in 
equal access to certain basic goods and services, such 
as Mmedicawd aarce, edlrcateron,  shous ing) and the 
environment. Pe this rs ether case, \pohwveres: that 
transfer medical services, education services, and 
housing are politically more acceptable and likely less 


expensive than income transfers. 


Second, government may want to impose minimum standards 
on all housing and the environment to avoid problems 
such as the ‘prisoners dilemma' in maintenance. In so 
doing, the government may force certain low income 
households to spend a relatively large portion of their 
ancome OnShousidng and may wish ito do this by ‘diltrect 


housing subsidies. 


Third, it is sometimes felt that those households 
requiring assistance cannot effectively handle their 
own resources. SRelateditorchis vs Che notion that 
housing transfers benefit the total household receiving 
the transfer because all members have access to the 
dwelling unit. Income transfers, on the other hand, go 
to individuals, and may not benefit the whole family 
unit. Many current housing redistribution policies 
appear to reflect this paternalistic concern, in that 
eligibility requirements are generally limited to 
either elderly households or family households with 


children. 


Finally, adequate and suitable housing pertains not 
Omhy Sot rs Vrinckiune- buts also to -tihe?-type “o£ 
Menino OU Sods Gin iewih Ce 92 te iver Shit Oa tied >” itive 
accessabinn ty Sto vartious=publicr faciVities) Mand the 
nature of the environment as indicated by adjacent land 
uses. Evidence suggests that lower income households 
tend to cluster together in the central municipality of 
an urban area, primarily in inner city neighbourhoods, 
and that these clusters are characterized by lower 
quality housing stock and level of community services. 
If this were felt to warrant government intervention, 
polvc@es  ecouldybe “des igned tor focusvon both thre 


individual and the neighbourhood, with the higher 
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levels of government providing community service 
subsidies or grants to those municipalities which have 
a welatawve ly ‘hig hecconcen trataon of | howe come 


households. 


The answer to the question of whethenphotsing 
redistribution is appropriate therefore depends on the 
objectives specified. Tlf tthes obec taw esi smonesot 
general income redistribution, cash transfers are more 
appropriate. If, however, the objective is one of 
ensuring that households have adequate housing at an 
affordable price, housing related transfers may be more 


appropriate. 


The primary direct mechanisms for housing redistribu- 
tion have been through the use of CMHC as a financial 
intermediary and departmental agency providing subsi- 
dies, and through demand stimulation policy. In its fi- 
nancial intermediary capacity, CMHC obtains funds by 


issuing debentures purchased by the federal government. 


Although CMHC -housmaingyhoans:.and- subs diresmarawe 
substantial, the net increase in real resources devoted 
to housing is considerably less than the allocation of 
publicstunds .—. sEhis soccurs, becausenof caputalemarncet 
offsets, reduced non-subsidized real demand, and higher 


PLUCeSs andycos ts. 


At the present time, the redistribution aspect of 
housing policy is conducted jointly by the federal and 
provincial governments in. Canada, with provinces 
initiating activity and the federal government 
providing assistance in the form of grants or loans at 
below market interest rates through CMHC. Federal 
government involvement occurs for a number of reasons. 
First, the federal government is in the best position 
"to equalize the fiscal capacities of lower levels of 
government. »This* is: important because titi salikedy 
that provinces which can least afford a redistribution 
housing policy are the same provinces which have a 
disproportionate share .of households tregquiring 
assistance. Second, the federal government is best 
able to ensure that differences in redistributive 


policy among Provinces, dojnotelead’ torarthfiictally 
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Induced nter=aprovincwa hl mobility ox bos gross 
inequities between individuals in similar circumstances 


in different provinces. 


On the other hand, it is essential to recognize the 
local or regional governmental role since housing 
Market conditions vary greatly across the country and 
different approaches to housing redistribution may thus 
be appropriate for different parts of the country. This 
in turn may require considerable diversity within 
federal programs, if the government wishes to play a 


leading role in providing in-kind housing transfers. 


Cyclical Fluctuations in Residential Construction 


Residential construction is one of the most volatile 
Secvoms ane@the lecononyegslhas, volatbilitys msetomhtien 
increased substantially by the disproportionate impact 
of monetary policy. Residential construction displays 
ercounterncyclicamipatternsinowha ch housingristarts 
inNereaseaduring penprtodsmofsisluggich horsdecining 
economic activity, and decrease during periods of 
marked economic expansion. The explanation for this 
hinges on the behaviour of the capital market and the 
sensitivity of the demand for housing in relation to 


price. 


When economic activity expands, the demand for loanable 
funds exerts upward pressure on interest rates. fThis 
adversely affects the availability of private funds for 
housing because the mortgage - bond yield differential 
will decline as a result of the increased non-housing 
ce nvamnd Bion shun dsmran det heatsie dimdiuaiciers) .fsnvanied:ad 
institutions to reduce the proportion of their new 
investments flowing into housing. Reinforcing this 
reduction is a general slowdown in the flow of funds 
into financial institutions as primary security yields 
rise. At the same time as mortgage availability 
declines, the rising mortgage rate reduces the demand 
for new housing since the demand for housing is more 
sensitive to interest rates than demand in other 
investment sectors. The anti-cyclical monetary forces 


usually outweigh the pro-cyclical income forces causing 


¢ 
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residential® construction tio) flucrwate in aneanu1— 


cyclical manner. 


These fluctuations are generally reinforced by monetary 
policy which usually becomes restrictive tn the sense 
that monetary demand accelerates more quickly than the 
money supply “durings economic 'ex plans noms. =P inese 
restrictions increase upward pressure on interest rates 
and generate a sharper and more prolonged contraction 
in residential constseuct rons actinwity 4oNoOreoy aa, 
monetary policy exerts a disproportionate impact on 
residentialwconsitructionmbecaus eo) of “the seme 
sensitivity of both demand and supply of funds in this 


sector to changes in the interest rate. 


From a macroeconomic point of view, this behaviour is 
quite desirable because residential construction 
automatically stabilizes economic fluctuations and 
provides the vehicle by which monetary policy is 
transmitted to the rest of the economy. The faster and 
stronger’ theeresponse OLY Ehisitsector Pro monetary 
policy, the more efficient monetary policy will be in 
general economic stabilization. From a sectoral point 
of view, however, the disproportionate impact of 
monetary policy on residential construction raises the 
question whether one sector should bear the brunt of 


general economic stabilization. 


The issue is far from decided. Most market economists 
support the proposition that lf “this volatility arises 
from the high interest sensitivity of demand and not 
from specific market imperfections or rigidities, there 
Vise Laktt be* meason st ovine rie re . Most “hous 11g 
economists, on the other hand, argue that boom and bust 
cyclesWincrease) housing costs bankrupt ciless- and 
Line fhlicare ncmle's Wan dato ohise quremrt, LY “evardstto 
undér-capitalization. in=residential construction sand 
prejudice long run resource allocation against housing. 
However, unless a housing contraction is extremely 
severe, Long wun resource “allocation is unlbikely=tombe 
Significantly affected by the extra volatility because 
factors of production flow relatively freely between 
residential and other forms of construction and because 


housing demand curtailed during an economic expansion 


ay 


is not permanently lost but only postponed until the 


next phase of the cycle. 


Acceptance Of this fposieione leads to ther concluswon 
tivait (policies mtomrneducemceviclacalpfins taba lity, an 
residential construction should be aimed at removing 
market imperfections which impede the smooth flow of 
funds initio housing) ~<and-sat° ofifts-e tiiiiniges evere 
contractions in residential construction when general 
stabilization requirements dictate extremely tight or 
prolonged monetary restriction. Government programs to 
dampen fluctuations in residential construction are 
warranted only to compensate for insufficiencies in the 
availability. of funds fOr jhoucingedrising! from short 
term. (6.to 9,months));ineomplete, interest rate 
adjustments, and to prevent excessive contractions in 
me csisd en tala Onns CilCsin On. raise lsstd ada fario my/gain 
extraordinarily severe application of monetary policy 
for general macroeconomic purposes, such as support of 
therdoliar on» thes,anternational: scene. The use of 
housing programs in this manner would not conflict with 
macro-stabilization and may enhance it, by allowing 
monetary policy -tO-be more: stringent than would 
otherwise be possible because of its disproportionate 


impact on the housing sector. 


ihepiederala government pahas) aawarietyciof tools to 
intluences thes timing, oferesadentialeconsitructron 
activity, (| Fanging «L£romemonetarys, and fiscal, policy rto 
selectives credit ,and, darect) expenditure policies. 
Since monetary and fiscal policy are usually conducted 
for general stabilization purposes and not specific 
sectoral purposes inthespramary icy chical. tools: are 
selective credit programs via changes in the terms 
which qualify..for federal loan insurance and \direct 


loans and subsidies from CMHC. 


Mia Fil.a.t OmSanl na NAY lien duiinigustve rms liseicih? ais, “tlhe 
loan-to-value ratio, athe amortization period, the 
proportion Mh swmonthlys carryingicostsisto>income that 
qualify, the method of measuring family income, and the 
maximum loan size can theoretically be used to affect 
housing demand. However, the fact that most of these 


terms can be more readily eased than contracted, means 
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that: lending’ terms arelunlikéelyeto per varied, im the 
symmetrical way necessary for a proper stabilization 
tool. Moreover, successive easing of these terms 
reduces thelr “fu ture is timulativerporventralawh ren 


eventually eliminates them as tools. 


CMHC. direct: lending can’ be’ used more? readily, since 
this does not require adjustments within private 
financial institutToneportioltos;,*andealitkhesrerms, 
including the interest rate, can be varied to influence 
deands]  Of@course,’ afi “direct ™=lending as" tomperrtorn 
thiserole;, sits @functiony® shoulds be tor mitigate=magor 
swings in residential construction resulting primarily 
from monetary policy. By sheltering housing from the 
full brunt -of* monetary policy, direct” loans enapiae 
monetary policy to be pursued more vigorously and to 
have its effects spread accross the economy. CMHC or 
another agency could also be used to conduct mortgage 
banking activities, purchasing mortgages from private 
ins tLCUtrOns+duringreredi e@contractions “andesel ling 
them during periods of credit expansion to exert a 


Similar impact on the economy. 


Subsidy programs can also be used in a cyclical manner. 
However, such use presumes that a rationale for the 
programs exists in general terms, and that the proper 
timing of expenditures is coincidental with cyclical 
stabulityoneeds ) UE Ghere sy not basics reason ror 
subsidies, a misallocation of resources would result. 
This could begmoretcostiy) thanmincreased cy cimcal 


fluctuations >; 


Finally; -taxabion’ pol recy coulda in eprrncrole, also me 
used to influence housing cycles. For example, tax 
shelters for income on new rental units could be 
allowed only) in cyclically Vvappropr vate periods. suet 
the instrument is very crude: the time lags may be too 
long or variable to provide the desired result, and the 
effect ‘om iconstruction  couldmbesquite unpredretable. 
This approach mightwalso lead tovartificial ‘bunching ‘or 
postponing of construction which would generate its own 
cyclical instability. Problems associated with the use 
of this’ ype soifi*measure-are™@oypicaltorrad Letax 


policies; such policiesfareminappropriate forvcyclical 
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stabilization, although they can obviously be used to 


influence secular trends. 


thes, ethetiehres (primeanye candrdatesr for ucycolical 
stability programs are direct lending in the form of 
‘unrestricted lending' to alleviate short term private 
credit gaps likely to be caused by a strong application 
Of monetary policy: (Wousing subsidies i1& such 
assistance is desirable in its own right; and secondary 
Market banking activities where the agency purchases 
existing mortgages from primary mortgage lenders who 
would then be expected to utilize their fresh inflow of 


funds for additional mortgage lending. 


3 HOUSING CONDITIONS AND FUTURE TRENDS 


This Chapter reviews the substantial improvement in 
housing conditions in Canada since the Second World War 
and describes the outlook for housing markets in the 
98.0 s. 


Bh li Housing Conditions 


The) steady upward’ trendaanm housing stanuswand 
residential construction expenditure since the Second 
World War has been generated in large part by a 
tremendous backlog in unsatisfied housing demand at the 
beginning of “the period, by steadilyvaeinerca swing 
prosperity since the War, and by the postwar baby boom. 
These forces combined to propel housing starts from an 
annual average of 45,000 units in the 1940-45 period to 
anvannualwaveragen or eLolsO00munttseing oS l=557 2507000 
UNLESS TnI 62—-66, 9200 ,000mun tse naloGy— jal) andes > 07,000 
Py g\sesh peg AU) Tere 


This sharp increase in housing starts has created an 
unprecedented improvement in Canadian housing 
standards. These changes are illustrated in Table 3.1.1 
which shows the vast improvement in the physical 
quality of housing and increased space per household. 
The table indicates that doubled families, i.e., more 
than one family sharing a household, have declined from 
974 perscentsobpalls households in 195) tor2)lspermcen’ 
in 1976, and that the number of households with more 
than One person per room has declined feonevc. co pen 


cent to 4.3 per cent during the same period. 


The table also indicates that dwellings lacking major 
facilities, which can be taken as a rough indication of 
dilapidated dwellings or dwellings in need of major 
repairs, declined from approximately 40 per cent of all 
dwellings insL95ltotapproximavelys 26:t0o;1 8) perl icenit an 
a Oe Not only gdosthesemchanges demons timate 
substantial improvements in housing conditions but they 


also indicate an extremely high absolute quality. fThe 
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Wevolle Si4 ho it 


Improving Housing Conditions in Canada 
(numbers in thousands) 


O51 1961 1971 1976 

Measures of Households Households Households Households 
Housing 

Conditions No. z No. 4. - NO. % No. % 
Crowding 

Families not 
Maintaining a2 9.4 236 Sapa ivi2 Brea E23 eae, a: 
their own 

household 


Dwelling with 
more than one 6427") S33 751 16s 57) 3569 9.4 B02, 45.33 
person per room 


Inadequacy 


No piped hot 
ana. cold water © ~i,470" 43.1 904 19.9 442 Ue) 2 360 


Not exclusive 
USe OF GoLlet Wp 22. PSD So 955 Pd eieg Obese ey 6.9 29-7 =e os 


Not exclusive 
use of bath Ura] ae ao er ls 042 2259) 2543 ORAL ZUG Boi 


Sources: 195177) 1961 sand 1971 Census of Canada and 1976 Survey 
of Household Income and Family Expenditure 
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percentage of doubled families, for example, is below 
that normally considered to be voluntary doubling, and 
the number of dweidlings. lacking basic Lacwmlities “oF 


‘over-crowded' is remarkably low. 


Two other indications of how well Canadians are housed 
are the growth in non-ranwly hous enobdsc i mavdstne 
reduction in the age of new home purchasers. The 
tremendous volume of construction during the last 
decade, when housing starts exceeded net family 
formation by app roximave ly. 2.00), 00 0M unm tsimarey care, 
enabled a sharp increase in non-family household 
formation andy a reduc tito nea ne stl ewra dieses O La cw 
home-buyers. Since 1961, non-family households have 
accounted for 33 per cent of new household formation 
(since 1971 for 35 per cent) and non-ftamiily households 


now account. for’ 22 per cent Off ali households: 


Although absolute figures! are notwavail able. et taals 
clear that the age of children leaving the family home 
to seek their own accommodation has fallen steadily, 
and that newly divorced and widowed persons have 
increasingly occupied their own dwellings rather than 
live with other family members. SiAnGe clove see 
average age of the head of the household purchasing a 
new NHA home has declined almost three years to 30.7 
years, and households whose heads are under 30 now 
account for 53> per “cent (and those whosemheads sare 
nonidietr 305" -f£O re s/iGr *p ec Wecreinits)i yO teecd lence INEeA 


homepurchasers. 


These figures indacatevthat not sony trvave housing 
standards visensgredtily whut tinat siowsinds 1 os both 
extremely available and affordable since much of the 
net increase in housing demand is 'non-traditional' and 


not a result. ofsnew Lamilys formacion. 


Further “evidence, on thevattordablli ty of housings:or 
Ganadvans 1s providedupye ctauict1ce. Canada muinD an 
Family Expenditures Survey, which shows that the 
percentage of income spent on shelter by homeowners was 
L5.1, per “cent. and by menters! was 16.3 per icent+ain 1976- 
These exact numbers are suspect because of a number of 


conceptual problems such,as the imputation of rents and 
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varying financing arrangements for homeownership, but 
even aS an approximation they indicate the average 
proportion of income spent on housing is substantially 
below the 25 to’ 30 per cent rule of thumb. 


Moreover, ase lablews....2> indicates; the.real cost. of 
housing, in terms of the relationship between housing 
Costus Gand rramirlyearrncomes has: noteirotice ably 
deteriorated during the 1970's. As the table shows, 
family income rose approximately at the same rate as 
new house prices and mortgage carrying costs, and 
faster than the rental and cost of ownership indices, 
alerougheithenre, Wasya period in the mid-70"s when 
increases in family incomes lagged behind increases in 


new house prices and mortgage carrying costs. 


Despite the extremely high quality and general 
aptordability ,of housing, certain groups are.often 
Singled out as experiencing hardship. For one such 
Group, Lirst, tame homebuyers, the evidence lis 
ambiguous. Affordability appears to have declined 
because the combination of rising house prices and 
rising mortgage costs generated a faster increase in 
housing payments for new homebuyers than in family 
disposable incomes. However, part of this increase was 
the result of the ‘tilt" problem where accelerating 
inflation increases the financial burden for new home 
purchasers during the acceleration period and shortly 
thereatter, but not ian the longer run if the inflation 


rate levels or declines. 


Despite this decreased short term affordability for new 
homeownership, however, the average age of NHA 
homebuyers declined steadily over the decade. Finally, 
the mortgage interest and property tax credit program 
should mitigate the reduction in affordability, to the 


extent it occurred, for first time homebuyers. 


On et henOenemenenaj .~.t OFWa “SaOmuni Cantwminomi ty. of 
households with low incomes, the hardship is real. An 
indication ob sthis ws that 57 per icent of renters, in 
the lowest income quintile and 36 per cent of renters 
in the second lowest income quintile (and 23 per cent 


of renters overall) spent over 25 per cent of their 


Sources: 


Rent 


100 


107 


103 


LOS 


ee 


is 


126 
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Statistics Canada, 


COS Gaon 
Ownership 
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DBP V ey etme py Wye 


Coe 00) 


100 
108 
is 
£310 
144 
£6S 
life 


196 


Selected Housing Indices 


New House 
Prices 


100 


109 
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ee 


184 


203 


210 


25 


CMHC estimates 


Mortgage 
Carrying 
Costs 


100 


107 


e353 


A )S} 


273 


241 


225 


235 


100 


Oe, 


124 


143 


1 6si 


189 


205 


228 


Average 
Family 
Income 
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Tnicome “LOT went in 9 76;)-and, as’ Table -s.l73. shows, 
households in the lowest income quintile spent an 
average of 41 per cent of their income for housing in 
1974. 


Although these figures indicate low income households 
are experiencing financial hardships, the figures 
should not be strictly taken as evidence of a housing 
problem, because the accumulated data clearly indicate 
that housing "quality, availability, and attordapilrty 
are high. Instead, the high proportion of income spent 
on housing by low income families indicates that these 
families have primarily an income problem rather than a 
housing problem. It is also worth noting that during 
the last decade the proportion of income spent on 
housing by the lowest two income quintiles remained 
relatively unchanged despite the magnitude of housing 
and other assistance for low income households over the 


period. 


Notwithstanding the conclusions of the previous 
paragraph there are some low income households faced 
Withashnousing problems tin addition to a’ low income 
problem. One such group is households that not only 
pay a high proportion of their income for shelter, but 
whose shelter is physically dilapidated and requires 
rehabilitation to bring it up to acceptable standards. 
Other groups of low income families are the native 
peoples and rural households that may have housing 
problems in addition to income problems, in the sense 
that higher incomes might not ensure adequate housing 
would be built for them. However, these groups are 
increasingly exceptions to the general rule and 
consideration of them should be separate from the 


typical low income problem. 


A further qualification about the magnitude of the low 
income problem is that the above figures may over 
estimate the situation. This happens for four reasons. 
First, for homeowners, the exclusion of net imputed 
rent from income adds an upward bias to the figures. 
Second, different households have different tastes and 
preferences, and a high proportion of income spent on 


housing may in fact reflect a disproportionate 
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Ta ples 3 lied 


Ratio of Shelter Costs to Income in 
Census Metropolitan Areas, for 
Homeowners with and without Mortgages, and Renters 


Income Average Average for Average 
Ouin tiles Tero neal Homeowners for 
Households Without Mortgage With Mortgage Renters 


lst 41 34 oye) 43 
2nd 2O 14 55) Ae 
3rd BAN 10 720 slag 
4th -14 08 acalys) ay De 
5th op lal 06 14 ~ 10 


source: CMHC Survey of Housing Units, 1974 
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preterence for housing consumption, although this is 
less likely to happen among households in the lower 
income quintiles. Third, there is nothing necessarily 
sacred about the 25 per cent ratio and to the degree 
that a higher ratio for hardship is considered socially 
acceptable, the selection of the 25 per cent ratio 
Ooverstates the size of the problem. Fourth, sance 
homeownership also contains an investment as well as 
consumption element, young households have increasingly 
come to 'overinvest' in housing on the expectation that 
their incomes will rise in the future and their housing 
will then be ‘affordable'. 


CMHC has attempted to incorporate a number of these 
considerations into estimates of financial hardship and 
housing quality problems. The procedure, based on an 
analysis of Canada's twenty-three major urban areas, 
indicates that 155,000 households live in inadequate 
and/or crowded dwellings and would have to spend over 
JUPpPemyeent of their ancome sto; obtainnvsulitable .and 
aqaequict-esss elite rg .82),,0/0 0 ,or the above 1)5:5);.0.00 
households would have to move to obtain affordable, 
uncrowded, and adequate shelter while the remaining 
1B77010.0 Vhows.eh O.ds @1 Vegi newt saw hich scous ds» ibe 
improved; 283,000 households live in uncrowded and 
adequate shelter but are paying over 30 per cent of 
their income to obtain such accommodation; and 486,000 
households live in crowded and inadequate shelter but 
could, probably. afford to pay. diess than SO gper centof 
their income to reside in uncrowded and adequate 


shelter. 


Brom, thesabove), it2 as.clearvthatGanadian-hotising 
Standards are extremely high, that housing quality is 
very good and housing on the whole is quite affordable. 
Moreover, although a number of households still have 
HoOussnggdpet Lou lties athe amount. of svanvolLuntarny 
healt S hep. Saiss, OC ol astie d., wage eh.el Ss) iengr*1.s, Ott ein 
Overestimated. Most actual hardship is not due to the 
unavailability of adequate housing, although there are 
some special instances of this, but is due to the 
existence of a significant minority of Canadians with 
incomes too low to enable them to acquire suitable 


housing at an appropriate housing expenditure to income 
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ratio, Finally, in both@urban andunutiralareasmenere is 
scope for improving what housing problems remain 
through greater emphasis on renovating and upgrading 
the existing housing stock, as opposed, to” the Use of 


new construction. 


3.2) s0UtLOOkK Ler the suIsS0es 


The ‘Loregoingedisecusston sndircated thar seheF senong 
upward trend in housing starts since the Second World 
War was generated by a high pent-up demand for housing, 
rising real incomes, and favourable demographic forces. 
In contrast, the “outlook for the 1980 "seas "predicated 
on tthe absence) irn whole or in paw, Ob Shines ec 
conditions; an accelerating decline in housing activity 


is anticipated during the decade. 


BS ivery sig ti-can teana'c tor nee t hes OU bo Ohm Ona eile 
eighties is the enormous past accomplishments of the 
Housing AMinidusitry) <the Sinan ci ale ndustarye, sana 
government. Together these groups have produced a 
virtually unsurpassed stock of housing for Canadians, 
with almost no significant pool of unsatisfied housing 
requirements. Moreover, there is little scope for 
generating additional net demands from increases in the 
Bate of non-famaily=nousen old rormat1o0m,) Cr co rom 
accelerating housing demand. Thus, little backlog of 
unfilled housing requirements exists to support the 
housing andustrysineene: 1950s in theo wayrtedld in the 
Dasite 


Another very substantial force in the past secular 
growth was the prolonged upward trend in real family 
incomes. Although the overall economic outlook for the 
bISO0Ots Us > relatively optimistuvec, the rate of grow ch 
generally jantierpated "Vo tbetlow that of wthe pastmewo 
decades’ “Thus )tteis?’ unlikely there wilt) be ‘addi troman 
impetus in demand from a sharp acceleration in the 


growth of real incomes. 


Finally, an important aspect of the outlook for housing 
in the 1980's is the emergence of negative demographic 


influences. The importance of demographic influences 
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Can be seen trom Figure 3.2.1 which indicates the 
parallel movement between housing starts and births 


with a twenty year lag. 


The relationship between housing starts and population 
1s) Obvious, .with a cising population -in’the b5—24age 
bracket primarily generating an increase in the demand 
for apartments and an increase in population in the 
25—35 "age bracket generating Yan “increase rn 
homeownership demand. A less direct relationship also 
exucus! mitre, over S+>tagesmoracket, a's).an’> aging 
population over 55 and especially 65 tends to increase 
the demand for multiple unit housing and simultaneously 
increases the availability of existing single family 


housing from which they move. 


The dominent demographic aspects of the 1980's are the 
expected declines in net household formation in the 
15-24 and 25-34 age brackets. Tne LO 6G=s leper tod, 
for example, net household formation in the 25-34 age 
bracket is expected to decline by 23,000 households 
annually and net household formation in the 15-24 age 
bracket is expected to decline by 10,000 households 
annually compared to the previous 5 year period. 
Overall, net housing requirements are expected to peak 
in 1981 at 237,000 units and then decline steadily over 
the decade to 165,700 as sharp declines are expected in 
net household formation in the primary house-buying age 
brackets. The implications of these declines for 


housing starts are shown in Figure 3.2.2. 


It should be pointed out that these predictions are 
based solely on demographic trends; a reduction in the 
rate of growth of real family incomes would lower them. 
Moreover, the relationship between demographic forces 
and housing starts is elastic in the sense that there 
is a long term relationship between them, but 
considerable year to year variation based on specific 
economic factors. Nevertheless, the sharp decline in 
demographic influences, together with the absence of a 
backlog of unsatisfied housing requirements, indicates 
the volume of housing starts will fall substantially 
from its very high levels of the past decade. 
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Historical trend of births 1940-1976 and starts 1960-1977 


alicia cee Are 


Actual Requirements 


250 


200 


Annual averages (thousands) 


50 


19O51=5551956-605 1961-65 51966-70819 1981-85 1986-90 1991-95 96-200 


Historical starts and requirements, projections by type 


a 


4] 


Within the housing market itself there is likely to be 
considerable variation in the response of single and 
Mud Giple dwelling “construction. Since the sharp 
decline in net household formation will come first in 
thie sl 5—2Asage ibracket,. the mul tipike, siector, will 
experience declining demand first. This decline in 
demand, however, is unlikely to reduce construction 
activity significantly in the multiples» sector, since 
rent controls have already virtually eliminated private 
unsubsidized multiple rental construction and since 
some of the decline in the youth demand will be offset 
by the growing demand of the elderly for multiple unit 


housing. 


The brunt of the unfavourable demographic forces should 
begin to hit the single family market just before the 
midatlesof thent980"s-and, consequently) single family 
housing starts can be expected to decline substantially 
ene reaeh ait. To some extent, the decline will be 
accelerated by the rising proportion of the population 
over 55 (and especially 65) since some of their 
existing housing will become available to satisfy 


younger housing demands. 


Finally, the property tax and mortgage interest tax 
credit prograniiwia llaakfiects housimqumarnkets” by 
increasing the demand for homeownership and shifting 
demand away from the rental sector. Estimates of the 
iMipec G..On gen eeiprogram on» houUsiingeis tarts «vary 
SOns 1. der ably )+tbut appear toOcbe,.int the rangerot 
20,000-35,000 additional ownership units annually over 
a 4 or 5 year period. Although rental demand will 
decline, rentalustarts are. unlikely to, be, largely 
affected as long as rent controls remain because of 
their small initial base. However, if rent controls 
were to be removed, the increase in rental starts 
following the removal would be less than in the absence 
of. the baxcredit program. Thuchethes ta x\"ernedst 
program should provide support for the housing industry 
until the middle of the decade and mitigate but not 
eliminate the natural decline in housing activity until 
then. This support will end toward the middle of the 
decade. at approximately the same time as the 


demographic support deteriorates, generating a 
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substantial decline in housing starts in the middle of 


the decade. 


It is important to remember, however, that while the 
predicted decline in housing activity in the decade has 
undesirable employment implications, it does not have 
undesirable social implications because it is simply a 
reflection of a very high existing standard of housing 
and declining rate of population growth in the relevant 
age brackets. Polrveves, Gest 0ned. COma te liso ta isa, 
stimulate housing on a secular basis in this period or 
to prevent the anticipated downturn would therefore be 


economically inappropriate. 


4 CMHC AND OTHER FEDERAL PROGRAMS AND ACTIVITIES 


The purpose of this Chapter is to describe the various 
housing programs of the federal government. Section 
{ei DeOVLdes, aupmieh overviews ‘sections. 45.2 tov as7 
focus On programs oftered by CMHC. «and section 4.8 1s 
devoted to programs which are offered by other federal 


agencies or operated through the Income Tax Act. 


4.1 Overview of Programs 


The federal government exerts a significant impact on 
housing and mortgage markets through a number of 
vehicles, the two most important of which are CMHC and 
the income tax of Canada. A schematic view of federal 
involvement is "set out in- Pigure’ 4.1.2. GMHC SIS ya 
crown corporation which performs both financial and 
departmental roles on behalf of the government. These 


two roles warrant further discussion. 


ineits financial capacity or role, CMHC ‘functions as: an 
insurer and as a financial intermediary. As an insurer, 
CMHC operates the Mortgage Insurance Fund. Fees paid 
by borrowers are added to the; fund, out of which reim- 
bursement to lenders occurs if the borrower defaults. 
As a financial intermediary of the government, CMHC 
borrows funds from the Consolidated Revenue Fund of the 
government in accordance with terms and conditions 
established by the Minister of Finance. This borrowing 
has been at a rate 1/8 of one per cent higher than the 
cost to the government of acquiring these funds on the 
open market. CMHe,. 1n7 turn, currently, ends Pthese 
funds at the same interest rate as that charged by 
private lenders for loans insured by CMHC. This is a 
market determined interest rate with the spread between 
EMHC™s cost Of obtaining funds~and’ its’ lending rate 
being used to cover the costs of administering the 
loans. For the purposes of subsequent discussion, the 
interest rate which CMHC charges will be referred to as 
the NHA direct lending rate. 
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Figure 4.1.1 


Overview of Federal Government Housing Involvement 


Federal 
Government 
CMHC Other Income 
Departments lax 
Act 
Financial Departmental 


Roles Roles 


Mortgage Direct Subsidy R&D Policy 
Loan Lending Administration Advice 
Insurance and 

Investment 


HOUSING PROGRAMS OF THE FEDERAL GOVERNMENT 
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Trees: poke asi: astgovernment department! CMHC 
administers subsidies to various groups or individuals, 
provides policy advice, and conducts research. Funds 
required for these purposes are provided to CMHC 


through annual allocations appropriated by Parliament. 


In some programs, CMHC combines its financial role with 
its departmental role. For example, some programs 
involve direct. lending by CMHC. with va .write: down’ or 
reduction in the rate of interest on the mortgage 
financed out of the departmental, or subsidy, budget of 


the Corporation. 


The integration of the financial and departmental roles 
of CMHC in the design of housing programs is high- 
inghtedeimvrraigurer4 2. Thestwoytinancialy functions 
-- direct lending and mortgage insurance -- are shown 
at the top of the figure, with loan insurance being 
intwoducedsain, 1954. «The evolution of the programs. of 
CMHC and the use of the lending and subsidy functions 
in the design of the programs is also shown in the 


figure. 


Using the time dimension, notice the early concentra- 
tionsOne public housingvand land assembly with both 
programs essentially defunct by 1979, except for one 
Vartation ofgpublici housing which ilsVstimlvactive: ina 
few provinces. Programs proliferated beginning in the 
early 1960's. Most of these programs were substan- 
tially moditved\ on werminated by.~1970ieerore example, 
Urban Renewal was abandonned by 1970. The Residential 
Rehabilitation Assistance Program (RRAP) and the Neigh- 
bourhood Improvement Program (NIP) were then substi- 
tuted for Urban Renewal. RRAP now operates mainly with 
private sector lending and a subsidy; and the grant 
component of NIP, which is now defunct, has been rolled 
into the current Community Services Program, which is 
also a consolidation of the Municipal Infrastructure 


Program, and the Municipal Incentive Grant (MIG). 


Another set of programs which remains is the 'new' 
non-profit and co-op programs, which grew out of public 
housing and earlier non-profit and co-op programs. The 


other two sets of programs currently administered by 
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Figure 4.1.2 
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CMHC are Rural and Native Housing and home insulation 
programs. The insulation programs are administered on 


behalf of the Minister of Energy, Mines and Resources. 


Most of the remaining programs involve only the subsidy 
role, with private sector lending substituted for CMHC 
Gicect Vendand. ibxamples: Oty this. .k.ind. Of vprogram 
withdrawal are the short-lived Assisted Home Ownership 
Program (AHOP) and Assisted Rental Program (ARP), which 
now consist of nothing more than an undertaking to 
insure, under the National Housing Act, Graduated 
Payment Mortgages made by private lenders. Theis 
represents neither an innovation by CMHC nor, for that 
Matter, a housing 'program' since the private sector 
had earlier been making escalating payment mortgages 
which were insured by private mortgage, insurers, 
although, there 1s a hidden subsidy cost-in CMHC %s 
activities in this area. The loan insurance operation 
of CMHC has also been used in program design in a 


number of other similar ways, not shown in the figure. 


The general trend recently is toward program withdrawal 
and substitution of private for public sector lending. 
It should be noted that having government programs 
which make suse sof smoutgage loan insurance sdoes mot 
require that government necessarily perform the 
insurance function itself, which could be performed by 
private insurers on behalf of the government, in cases 
where an explicit government subsidy of the activity is 
called for. This type of arrangement would be similar 
to the provision of a government subsidy in a program 
which makes use of private sector lending. The 
relevant details of the major housing programs of CMHC 
operated from 1945 to 1979 are given in the following 


six sections. 


Cs Mortgage Loan Insurance and Direct Lending 


The mortgage loan insurance and direct lending 
Operations of CMHC are desbribed in the following two 
Subsections. The third subsection describes Graduated 
Payment Mortgages which are made by private lenders and 


insured under the National Housing Act. 
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Mortgage Loan Insurance 


Loans which are made by private approved lenders such 
as banks, life insurance companies, and trust and loan 
companies and which are secured by a first mortgage may 
be insured against default by CMHC. An insurance fee 
of 1 per cent of the total loan for a loan advanced in 
instalments or 7/8 of one per cent for a loan advanced 
in a dump ‘sum’ is “added to the principalsor themloan. 
Borrowers can usually obtain a lower interest rate, 
longer amortization period, and a higher loan-to-value 
ratio for low or moderate priced housing than is avai- 
lable in the conventional non-CMHC-insured lending 
field. New homes must meet CMHC construction standards 
and existing homes must meet CMHC property standards. 
Eligible borrowers include commercial builders and 
individuals or co-operative associations either cons- 
tructing new housing or purchasing existing housing to 
occupy for themselves. Builders constructing new ren- 
tal units,are also eligible but pay ay slmgnely aighes 
insurance fee of 1.25 per cent for an instalment loan 


or 1.125 per cent for a loan advanced in a lump sum. 


NHA insured loans are normally for terms of five years 
but may be renewed at a renegotiated interest rate. 
Therstandard “amortization period) 1s 2oevcarcew len 
perlods “of Up toeforty- yeare allowed, anes ome 
circumstances. The maximum loan is 95 per cent of the 
Firstss50 7000 of) Tending value for a new vor existing 
home plus 75 per cent of the balance to a maximum of 
$70,000. The borrower in the case of an owner-occupant 
must have an equity of at Least 5° per cent and’ total 
carrying charges including property taxes cannot exceed 
30 per cent of his gross income. A 10 sper cent equity 


is required for rental loans. 


If a borrower defaults on an NHA insured mortgage, the 
normal procedure is for the lender to foreclose and 
pass the title™of the property «co CMHG which. then 
reimburses the lender for the principal outstanding on 
the montgage, Unpaid iwnterest on the principal, and 
other costs such as legal fees and unpaid property 


taxes, fire: insurance, fahd public uttitteres, 
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CMHC mortgage loan insurance has been in existence 
since -1 954) Indeed, as discussed in Chapter 2, the 
mortgage loan insurance program has contributed 
significantly to the development of the private 
mortgage lending industry in Canada. However, at the 
present time two private firms -- Mortgage Insurance 
Company of Canada (MICC) and INSMOR Mortgage Insurance 
Company -- also offer mortgage loan default insurance. 
Both have grown rapidly in recent years. For example, 
the aggregate value of loans insured by private 
mortgage companies increased from $4.7 billion in 1974 
POPOVEHR St oeballiom by sthesend Obs LITISe By sconerast, 
GMHO@ had roughly $20 bidlionsof loan insurance? in»force 
by @the “end? of < 19 78:5 


There are three general differences between private 
mortgage insurance plans and NHA mortgage insurance. 
First, CMHC establishes maximum loan amounts and 
lending values, whereas private insurers such as MICC 
do not specify maximum lending values or loan amounts 
for some classes of property, although the allowable 
maximum Loan=to-value "ratio issset (so as “to vary 
inversely with the lending value of the property. 
Second, NHA insured loans generally take longer to be 
approved than privately insured mortgages. Third, the 
inspection process and the enforcement of standards is 
generally considered to be more stringent and rigid for 


NHA insured loans than for privately insured loans. 


Despite these differences, NHA and private insurance 
are relatively close substitutes. However, because 
Maximum insurable levels are set at $70,000 by CMHC, 
private insurance companies do not have government 
competition on properties which have lending values in 
excess of this maximum. Given Tithe rapid -raisie tof 
activity in the private sector mortgage loan insurance 
field, the original objective of the loan insurance 
program, of providing a sound environment for mortgage 


lending, has been largely accomplished. 


Three other objectives of government loan insurance are 
often mentioned. First, government loan insurance has 
been used to help facilitate private sector adoption of 


mortgage schemes such as the Graduated Payment Mortgage 
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discussed in the mextsubsect lon. Se:comd ;Jeuine 
insurance system has been used as a vehicle for the 
propogation and adoption of site planning guidelines, 
airport and rail noise criteria, amenity guidelines, 
and higher energy efficiency requirements. Related to 
thits: se the onoti-on-ithak pibecaus'e sot h cue Mine 
inspections, purchasers of dwelling units have some 
guarantee of the gqgwality of ‘thearm dwelinngmunwe. 
Third, the terms to qualify for federal loan insurance 
have periodically been changed, occasionally ina 
Manner: to/intilwencerthercyoakvcalwavaihabitueymoer 
private mortgage credit. Because the variations have 
almost always been in the direction of greater ease, 
this technique has not shown the reversibility that a 
proper stabilizationy tool should. Consequently, its 


anti-cyclical role has been relatively minor. 


Direct Lending 


Under Section 58 of the National Housing Act, CMHC emay 
make any type of loan that may be made by an approved 
lender, if the loan is not available to a satisfactory 
applicant through an approved lender. While this 
program has been used extensively in the past, 
especially during the period when the level of NHA 
interest rates was determined by the federal 
government, direct loans are currently available only 
on a very limited basis in geographical areas that are 
not normally serviced by approved lenders. Because of 
the well developed nature of the private mortgage 
industry, as evidenced by its provision of about $14 
billion in residential mortgage loans in 1978, this 
residual —rolestfom CMHC wil lyehikediyacontunuertombpe 
small. 


From the perspective of thetborrower, a direcusioan 
from -GMHGHis virtua llyaidenticalsto ga mortqagesiloan 
from an approved lender. The lending terms are the 
same and the borrower is required to pay an insurance 
fee of the same amount as an approved lender would 


COLVVecte 


yd | 


Graduated Payment Mortgage 


In general, a mortgage instrument provides for payment 
by the borrower of an annual fixed sum sufficient to 
Day Jinterestecostismetor ithesyearvand to repay. the 
principal over the amortization period of the loan. If 
prices are stable, the burden of the mortgage payments, 
in both real and monetary terms, is spread evenly over 
the amortization period of the loan. Inmperiodis of 
inflation, however, the mortgage payment burden is 
Spread evenly in monetary terms, but in real terms 
declines year by year over the amortization period. As 
well, lenders wish to maintain the real value of their 
asset s(thei mortgage) during anibation andwican ibe 
expected to demand an inflation premium equal to the 
expectedmrateinof ) infiwat rons As a result of these 
forces, level payment mortgages in an inflationary, 
high interest rate environment result in a stream of 
peyments which: fall steadily oan, readltermsy, but 
commence at a level which excludes many home-buyers or 


investors in rental property from the market. 


Early CMHC programs attempting to overcome this problem 
were the Assisted Home Ownership Program and the 
Assisted Rental Program which are discussed in 
subsequent sections. The current method is to insure 
Graduated Payment Mortgages made by private lenders 
against default and to make direct Graduated Payment 
Mortgage loans on a residual basis. New and existing 
rental and owner-occupied accommodation subject to 
wegionalspricesceilingsnset aby CMHC srewe ligible. 
Neither the direct lending nor the insurance-related 
Graduated Payment Mortgage programs presently are very 
important) inistenmsqot hows ing units The former 
involves less than 100 units and the latter involved 


roughly 4,000 units approved in 1978. 


Under the Graduated Payment Mortgage offered, initial 
borrower payments from a non-level payment mortgage at 
Market interest rates are reduced by $2.25 per $1,000 
ofp the mortgage trance lp aly Annual payments then 
escalate by an amount equal to five per cent of the 


payments in the previous year. The program offers no 


a2 


subsidy, but rather» shifts the _trming "ole mortgage 


payments. 


The advantage of such a system is that it provides an 
equalized mortgage payment in real terms over the life 
of the mortgage. However, the nominal income required 
to support the payments at the end of the life of the 
mortgage as much) higher than the simnitirale income 
required. This iti senottal servos! iorob Vemmanmeamn 
inflationary period, because one would expect that the 
income of the borrower will increase at the rate of 
inflativon>;, but, sander wscomewciccums Cancesys site magic 
increase ‘the risk ot default vrelatawviert omtiie 
traditional “level “payment morvitgage because the 
outstanding loan balance is larger under this scheme, 
because the: continued intilatwon is’ not certain, and 
because the borrower's income may not increase in line 
with inflation. For this reason and because of general 
uncertainty with respect to the lending technique, the 
private sector has been reluctant to introduce such a 
lending instrument. CMHC intervention thus allows the 
DPravate tsiector Lirms a chances tote aliiatemmuhms 
innova tionwiwithoue nwisking Sehelreownenesomr ceac, 


although only at an unknown hidden cost. 


4.3 Home Ownership Incentives 


The activities described in the previous section have a 
positive impact on both home ownership and the supply 
of rental accommodation. Other programs of CMHC having 
a direct impact on home ownership are described in this 
section. These programs are home buyer grants which 
were offered for a one-year period ending October 3l, 
1975 and the recent Assisted Home Ownership Program 
which was in effect in various forms from 1973 to 1978. 
Another ownership program of much lesser importance, 
Building Co-operatives, is described at the end of this 
section. Other provisions of the federal government 
which have an impact on home ownership, particularly 
provisions in the Income Tax Act, are described in the 


final section of this: Chapter. 
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Home Buyer Grants 


First time purchasers of a dwelling unit were eligible 
for a federal grant of $500 if the dwelling unit was 
newly constructed and priced below a maximum set by 
CMHC on a local basis. The objective of this program 
was to increase the demand for modestly priced 
Owner-occupied dwelling units and to stimulate the 
economy. The program applied to units occupied between 
No vembene 15) IO 74> sand “Oe to ber e237, 1 a 97/55). Wie eas al 


expenditure on this program was $46.8 million. 


Assisted Home Ownership Program 


When the Assisted Home Ownership Program was first 
IMeEroduiceds im Wuliv, 61973, (CMHC of hened cas montg age stor 
up to 95 per cent of the lending value amortized over 
35 years. Its most important feature, however, was a 
subsidy of up to $300 per annum which was increased 
twice and extended to units financed by approved 
lenders, before interest-reducing loans were 
substituted in December, 1975. Grant payments based on 
commitments under this program are expected to be 
roughly $15 million to those with direct loans from 
CMHC and $12 million to those with loans from approved 
lenders over the period 1979-84. 


Under the revised program, households of two or more 
persons purchasing new moderately-priced homes were 
eligible for interesting-reducing loans. Maximum 
permissible house values for participation were 
established on a local basis. Mortgages were written 
ate the cumrent, NHA rate Lbuitivehes AHOP iloa'n was 
sufficient to bring the effective interest rate down to 
8 per cent in the first year. The loan was advanced to 
the homeowner in monthly instalments and was interest- 
free for the first five years, with monthly advances 
decreasing each year by one-fifth of the amount loaned 
inthe fursit. Vea. Meta rehertena OLttthe L£itth tyears 
monthly payments to the homeowner ceased and he could 
choose between paying off the loan in a lump sum from 
savings, increasing the first mortgage at the renewal 


time, Or repaying by monthly instalments to CMHC. 
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Households with at least one dependent child were also 
eligible for grants, depending on family ancome. it 
mortgage payments and property taxes were still more 
than 2b. per)cent ‘of gross ‘incomematter4allowing fon ene 
interest—-reducing loan, the family qualified for -an 
MHOP <suibis:i'd yano £ mprit ou sa7510) Gime e wher Sit iey ere. 
Estimated expenditures under this program including the 
interest costs from interest free loans, grants and 
administrative costs are expected to be $83 million 


over the period 1979-84. 


Asi part ,of “a program or brscal restraint. in 97S 7s CMe 
was required to reduce its direct lending and subsidy 
commitments. As of May 1, 1978, the existing version 
of AHOP was terminated and a transitional AHOP program 
introduced. This consisted of a full interest-bearing 
second mortgage which provided cash advances anda 
repaymentuschedulet cormespondingeto that. ine tine 
previous AHOP program. These second mortgage funds 
were, loaned directly by CMHC, without any indirect 
wntenes t jsubsitdyior di nec teecasirad waimeecr. The 
transitional AHOP program was designed to compensate 
for a general unwillingness of private lenders to make 
non-level payment mortgages. AHOP was replaced by 
NHA-insured Graduated Payment Mortgages in 1979. These 


were discussed in the previous section. 


Building Co-operatives 


A building co-operative is usually composed of a small 
group of persons who pool their resources to achieve 
individual homeownership at moderate cost. Under 
section 40 of the National Housing Act, CMHC offered 
subsidies to building co-operatives which were shared 
On a 75/25 basis with the provinces and which reflected 
the AHOP terms available at the time the project was 
approved. The program was relatively small with less 
than 4,000 units being approved and was primarily 
Opema ted “IUna.NOvia: S.ciotita wasndemN ciws Brains wack = 
Expenditures based on previous commitments are 
estimatedeto besroughty .2) million vover tenes perved 
1979-84. 


ys) 


4.4 PublicyCo-operative, and Other) Rental Programs 


Since: themlate 1960's,.CMHG@ has-shifted its primary 
focus to one of providing assistance to low income 
households. Numerous programs have been offered and the 
emphasis on different types of programs has been 
constantly evolving. At the present time, emphasis is 
on the provision of a subsidy toward builders' project 
operating costs. The subsidy is equivalent to the 
difference between monthly mortgage payments at the 
current mortgage rate of interest and the payment 
required had the mortgage rate been two per cent. 
Also, many of the older programs still exist. However, 
Since late 1978, these programs have been scaled down 
Significantly or withdrawn. This section reviews each 


of the major programs. 


Public Housing 


Under Section 43 of the NHA, CMHC provides a financial 
intermediary service to provinces, municipalities, or 
public housing agencies by providing loans at the 
diveceiNHASlendingurate tor WwpPto 90"per cent of the 
CODaloreo st sero'tavaripub bires thowsanig: project. These 
developments may include family housing units, hostel 
Or dormitory accommodati oniiprovidedr, through: new 
CONSE RUCH On, Ore thempurmchiasesrandeconversiion iot 
exustangebudl dings: Poretheser projects iaCMAC ua lso 
plays a departmental role under Section 44 of the 
National Housing Act by making grants for up to 50 per 
cent of the operating losses on the project, including 


debt service. 


An alternative procedure for providing public housing 
is available under Section 40 of the National Housing 
Act. Under this section, CMHC participates directly 
with provincial governments in the development of 
pubic housing gorogectsmby -providingeay/ Seper cent-.of? ithe 
Gapitalwcosts. mete mremain ind se25) pers cent sof icapital 
costs are assumed by the province or jointly by the 
provance: andetheiimunitcipality? The, profits and, dosses 
resulting from the project are shared in the same 


PEOpOrtionas=capitalnecosts.. 
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The objective of both programs is to provide dwelling 
units to those with low incomes based on their ability 
to pay. In both cases, CMHC provides subsidies in its 
departmental role and makes investments in mortgages, 
under Section 43) rors actual publi cenousing Fr progeecus, 


under Section 40, in playing its financial role. 


Until very recently, both programs were very large, 
with the subsidy portion of CMHC involvement being over 
Suk0 5 Sma ea ion) 1? Pow Sr. Lnerad a1 COM pet Oval boa 
commitments under Section 43 were $176 million in 1978, 
while commitments under Section 40 were roughly $126 
million. However, both programs were dramatically 
scaled-down’ in 1979 andithargely replaced by the 
differential interest non-profit and co-operative 
housing programsraneuoduced! 4inel orc. However, 
expenditures under these programs because of previous 
commitments’ will continue to escalate over whe 
forseable £Luiture. » Over *the peéniod 1979-34) sannual 


expenditures are estimated to be roughly $300 million. 


Rent Supplement Program 


Under Section 44:(14)),CMHC pays S00 sper™ cent of *theaur 
losses to provinces who lease dwelling units from 

rivate landlords for public housing purposes. In this 
program, CMHC plays a departmental role by paying 
explicit subsidies to the province. No loan by CMHC is 
regquireds Thelimportant Eeature Vol this” program 
relative to public housing is that the units are leased 
from the private sector. Thus, the program involves no 
new construction directly, although it may” indirectly 
by increasing effective rental demand. As well, 
landlords leasing units cannot lease more than 25 per 
cent fofs thetunits: antthe projecemtortnev provinces: or 
public housing purposes. This has the effect of mixing 
low income households in with those paying market 
vents. Approximately ohd, S00dweissing unttsfare 
currently “coveredtundersthisriprogram and thusse as 
expected to escalate’ to roughly 34,000 units by the end 
of 1984. Total expenditures over the period 1979-84 


are) expected to “be: approximately S200 °million. 


’ 


Dy 


Entrepreneur, Non-Profit, and Co-operative Housing 


Under Section 15 of the National Housing Act, direct 
CMHC loans were available to any person or organization 
providing housing to elderly persons or low income 
groups at below market rents. Up to 95 per cent of the 
lending value was provided at interest rates of 8 per 
cent. These interest rates were below the direct NHA 
interest rate so that a direct subsidy was involved. 


This program was discontinued in 1975. 


Under Section 15.1 of the National Housing Act, loans 
were made available to non-profit organizations formed 
exclusively for charitable purposes or for municipally 
owned non-profit companies. Loans were available to 
cover 100 per cent of the lending value at the same 
subsidized interest rate discussed in the previous 
paragraph anwaddition,-eMHC provided’ ay direct grant 
not exceeding 10 per cent of the cost of the project. 
This program was discontinued in 1978 and replaced by 
the Differential Interest Program discussed later in 


this section. 


Assistance for a non-profit housing co-operative with 
members of low and moderate incomes was available under 
the same terms as other non-profit companies discussed 
above. This program was also discontinued in 1978. 
Expenditures for these programs based on previous 
commitments are expected to be roughly $25 million over 
Gherperi odus9 79=8 2% 


Assisted Rental Program 


The Assisted Rental Program was introduced in 1975. 
Under this program, CMHC made subsidies to encourage 
the const ruacuLons through eprivate investment of 
moderately priced rental housing units. Builders were 
expected to obtain mortgage funds from the private 


sector. 


The maximum subsidy payments were $900 per unit per 
year. These contributions were reduced to zero in equal 


inerements: over ta > period which» could not exceed 15 
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years. In return for the subsidy, entrepreneurs agreed 
to Limit the rent charged for*the units. Approximately 
24% 500! untitsBweremapproved? forvyicons true ronment io 
UuUNngerieahils 2p.ro>g ram. Al tivoug-hVehe "p rogranm was 
discontinued in 1976, expenditures based on previous 
commitments are estimated to be roughly $50 million 


over the period 1979-85. 


The 'modified' Assisted Rental Program, introduced in 
1976, replaced the 1975 program. This modified program 
was very similar to its predecessor. However, instead 
Ofeproviding vagrant, CMHC obtered «an GWnteres tt irec 
loan to offset the losses experienced by investors when 
market rentals were less than sufficient to provide for 


foi recovery OED EOVveCr costs. 


Interest free loans up to a maximum of $1,200 per unit 
in the first year were available with annual loans 
being reduced to zero in equal increments over the life 
of the agreement, which could not exceed 15 years. On 
expiry of the agreement, borrowers may repay the 
interest free loans or refinance them with a 10 year 
mortgage from CMHC at’ the rates currently charged by 


approved lenders for NHA insured loans. 


Sime-es th eacinclepih. 1 oni oO fimtih erp rama tinea? Wao, 
approximately 100,000 dwelling units have been 
approved. No new commitments from the program are 
berng made, but cosits: widid) be incurred bys EMHC fora 
number of years in the future. Cost estimates, based 
on: CMHCssbomrowind “ate andthe edol tare walues.os 
interest free loans outstanding, plus administration 
costs, are estimated at ‘roughilyeS250* mi biltonm over the 
period 1979-84. 


Differential Interest Contributions - 


Non-Profit and Co-operative Housing 


Ehe; (central ‘element tobi sthe irev isediisociraly noteand,d 
policy @introduced by» CMHGiainw li9r/ Seas va scubsidyned 
housing program sproviddingrduig ferent alveinter est 
contributions to public or private non-profit housing 


corporations which operate rental housing projects for 
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persons of low to moderate incomes. Under this program 
CMHC does not operate as a financial intermediary and 
make loans. Instead, CMHC provides an explicit annual 
Subsidy towards project operating costs equivalent to 
the difference between monthly mortgage payments at the 
market rate of interest and the payment which would 
have been required had the rate of interest been 2 per 
cent. Loans for these projects are generally obtained 
From private lenders and insured against default by 
CMHC, although CMHC proposes to retain a small residual 
lending role to ensure that funds are made available in 
smaller communities where private lenders are not 


active. 


Any operating losses after the CMHC subsidy will be 
funded by the provinces. However, in cases where the 
DroOvinclal. contribution is equal. to that. provided by 
CMHC, further losses will be shared equally by the 
province and CMHC under Section 44 of the National 


Housing Act. 


The current policy) is to encourage .provinciael and, pri 
vate non-profit corporations to operate projects with a 
mixture of low to moderate income tenants where up to 
50 per cent of the units are rented at the prevailing 
market rate. The additional revenue generated by the 
higher income tenants is expected to minimize provin- 
cial contributions. Only very high cost projects where 
income mixing is not possible are expected to require 
the additional subsidies under Section 44. In order to 
remain eligible for continuing support, any surplus 
assistance received in a previous year must be returned 
by the builder to CMHC with the annual operating state- 
ment. Presently, the program involves modest expendi- 
tures of, 94. 5.mid.lion fom the. y.cauw «197.9. However, as 
the program becomes established and replaces existing 
programs, CMHC expenditures will increase dramatically. 
It is, estimated: that. by» 1984 the program will involve 


roughly $200 million in annual subsidy expenditures. 


The Co-operative Housing assistance program introduced 
Diya 6c 0H Coed), oles elses mi aa st Oyn Wh S- imOn— pb Oduye 
counterpart in that annual assistance, delivered 


throughsa.-Diftierential, Interest ‘Contribuekion! under 
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Section 56.1 of the National Housing Act, is “based on 
the difference between monthly mortgage payments at the 
market rate of interest, and the payments that would 
have been required had the market rate of interest been 
2 per cent. Loan funds are expected to be obtained 


from the private sector. 


Co-operative housing projects are expected to break 
even without assistance other than that provided by 
CMHC. Since provincial assistance and/or Section 44 
subsidies will not be available, co-operatives will 
obtain their required operating revenue by renting up 
to; 85 per «cent of “the vuniitsr ingeach project maty-or 
near, market rental rates. The remaining 15 per cent of 
the units will be reserved for low income tenants who 
will pay rents based on the federal rent-to-income 


scale. 


Ino thewinie@ral operating tyear; sental’ racestetor ecuirc 
higher income tenants will be set at the lower range of 
market rents for the area in which the project is loca- 
ted. Tenants paying market rates will not be subject 
to income tests. Since the maximum subsidy will not 
apply to™these ‘units, thersurplus™can be applied to 


further reduce the rents of low income tenants. 


Low income tenants paying rents based on the federal 
rent=—to-income scale will continwestovbeveligibiler tor 
assistance on a project-by-project basis. However, 
interest assistance for other tenants will be gradually 
withdrawniatter the third™year of operations The 
withdrawal will be based on a 5 per cent compound 
increase “inrethie Wwequid red" nmortcader piaymneme. 
Co-operatives will be required to maintain a rental 
structure for non-income tested tenants that maintains 
project viability after withdrawal of the Section 56.1 
subsidy. 


Aso-im ‘themcas &-of “non—prorirt corpora tones, 
co-operatives will be required to submit an annual 
Operating statement to the Corporation to qualify for 
continuing assistance. Any operating surplus at the end 
of the year must be returned to CMHC with the audited 


operating statement. : 
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This program is also modest at the current time, with 
expenditures of less than $1 million for the present 
year. However, expenditures are expected to increase 
steadily to a level of over $50 million per annum in 
1984. 


4.5 Urban Renewal and Rehabilitation 


The federal government has been actively involved in 
urban renewal, dwelling unit rehabilitation, and 
neighbourhood improvement. Home Improvement Loans are 
described first in this section, followed by the Urban 
Renewal program which operated between 1964 and 1969. 
Two programs were subsequently introduced: the 
Neighbourhood Improvement Program (NIP) and the 
Residential Rehabilitation Assistance Program (RRAP). 
For a while, these programs operated in tandem and 
involved large federal transfers, but NIP has since 
been terminated. The types of expenditures which it 
permitted are now included in the set of activities on 
which municipalities may make expenditures under the 
Community Services Program which is described in 
section 4, 6.0ffPthisiChapters Federal obligations 
continue under the current version of RRAP, with 
private sector lending largely substituted for CMHC 
direct program lending. Following the discussion of 
NEP anadegRRAPi anvech vs ectioniis-avdescripervonVof the 
two home insulation programs operated by CMHC on behalf 


of the Minister of Energy, Mines and Resources. 


Home Improvement Loans 


Under Section 28 of the National Housing Act, CMHC acts 
En wtsoevole wast amlinsurmer and previ des default 
insurance to approved lenders making home improvement 
loans. A maximum of $10,000 for each family unit is 
available for a wide variety of purposes. The borrower 


pays an insurance fee of 1 per cent. 


The Objective of this program is to increase the 
availability of private mortgage funds for purposes of 
maintaining and rehabilitating existing dwelling units. 
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Because private insurers are not involved in this 
activity CMHC may be removing a market imperfection. 
Howeverjouitiishoulkd bes noted Hehatrunvstepnog van’ is 
relatively small with less than 4,200 loans being 


approved for insurance in 1978. 


Urban Renewal 


The Urban Renewal Program began in 1964 and was 
curtailed.in late 1969.) Further legislation? limited 
its operations to projects approved prior to February, 
1973. Grant payments based on previous commitments 
including administration costs are expected to be 


roughly $24-5:amiliontover thei perrodr al In9—si2. 


Under this program, CMHC played a departmental role by 
offering subsidies to municipalities undertaking urban 
renewal schemes. Et) satis oO ta.c Heda smal ilar ancita 
intermediary by providing loans at the direct NHA 
rendingerate “cowmunter palprLles™ underrakings umsan 
renewal. The objective of the program was to replace 
blighted buildings in urban renewal areas with new 
COnsitrucitiironsa This) tapproachiicame tunderes attack inor 
several reasons, the main one being that the program 
destroyed low quality modestly priced housing and 
rep tarcie:d: pitts awh tyhesihviigine rm cioliszel hrosvstitnqmramid 
non-residential buildings. As a result, many low 
income persons were up-rooted from existing 


neighborhoods and forced to locate elsewhere. 


Neighbourhood Improvement Program 


he UnbanwRenewalwPrmogmram wasn ep lace dmb y wuh.e 
Neighborhood Improvement Program in 1974. In contrast 
to the Urban Renewal Program which gave assistance for 
slum clearance, the objective of the Neighborhood 
Improvement Program was to improve the amenities of 
neighborhoods and the housing and living conditions of 


residents without extensive site clearance. 


NIP operatedwunder iederal=previncilal vagreements 


permitting feach¥provincel tosselect) munieipalities’ to 
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receive federal funds On the basis of ‘criteria 
acceptable to CMHC. LO: Deel 2 gb Ve for: NLP, a 
neighborhood had to be predominantly residential and 
Staple, With ass1gniticant. portion, OL its housing stock 
in need of repair to comply with minimum standards; the 
residents had to be predominantly people with low to 
moderate incomes; and social and recreational amenities 
had to be inadequate. Given the low and moderate 
income eligibility criteria, the program objective also 
involved redistribution. As well, given that the pro- 
gram provided assistance to neighborhoods the objective 
was also one of alleviating the 'prisoners dilemma in 


Maintenance’ problem discussed in Chapter 2. 


The Neighborhood Improvement Program had two 
components. Under Section 27.2 of the National Housing 
New, CunG contributed Outright “grants tor 50 “per cent 
Of thie’ ‘cost of “most types of expenditures in the 
program and 25 per cent of other types, which included 
principally the improvement of utility services. Total 
commitments under the grant section of the program were 
approximately $200 million. Under Section 27.5 of the 
NHA, CMHC made loans at the direct NHA lending rate to 
Cie MUN Ca Diakiity, wOrCcOverL /o1epet BCemtrror | styhve 
MUMLCLpaliLey Ss CONMUrDULION Of “the iCos ts sand “EO 
commercial enterprises for improvements to their 
properties (to a maximum loan amount of $10,000 in the 
latter case). Total loan commitments under the program 


were roughly $65 million. 


No new commitments were accepted for the Neighborhood 
PMD rOVeMent FaroOgram atcer March 31%, "Loe 7. owt 
expenditures based on the previous grant commitments of 
$200 million including administrative costs to CMHC are 
expected to be approximately $100 million over the 
DetTLOd, Loo tO LO83. RSP Ome aitacy, Mio) 9 at Ae 
Neighborhood Improvement Program and a number of other 
programs were replaced by the Community Services 
Program. This latter program is discussed in detail 


Pater in this. Chapter. 
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Residential Rehabilitation Assistance Program 


Part IV.1 of the National Housing Act established the 
Residential Rehabilitation Assistance Program (RRAP). 
Under this’ program, CMHC, offers subsidized sloance:or 
certain types of repairs and improvements to existing 
houses. Those eligible are homeowners and landlords 
agreeing to rent controls in areas designated by CMHC; 
non-profit corporations and co-operatives sin any yarea,; 
and homeowners in communities of less than 2,500 people 
who are eligible under the Rural and Native Housing 
Program. PELOrIty is given to repair .of the budildind, 
upgrading insulation, and improvements to the plumbing, 
electrical ~land. Weatiin dis vio Cmca. NOM pigO tet 
Organizations can receive: funds to convert sstruccures 


to higher density use. 


Under RRAP, loans can be made for a maximum of $10,000 
per dwelling unit Of which Up. tO S377 S0ncant best orgie 
ven. A homeowner is eligible for the maximum 'forgi- 
veness' if his adjusted family income is less than 
$6,000. For each $1,000 of additional income he loses 
$750 of 'forgiveness'. For each year the homeowner 
continues to foccupy the house, .0/50,0fsnas Voan ss 
forgiven until the forgivable portion is exhausted. 
Prior to 1978, homeowners with adjusted incomes below 
$11,000 also received an interest reducing grant to 


bring the effective interest rate down to 8 per cent. 


Recent amendments to the NHA removed restrictions as to 
the neighborhoods and areas in which loans may be made. 
The amendments also provided for Residential Rehabili- 
tation loans to be made by private lenders and insured 
under the NHA. In, si he case (of “ay loan made wbye an 
approved lender, the forgiveable portion is provided 
through a fully forgiven loan from CMHC under Section 
34.1 of the NHA. 


Homeowner assistance remains unchanged, but landlord 
assistance was revised in 1978 to provide that 50 per 
cent Of the cost of repairs May be morgi ven towa 
maximum of $2,500. The maximum available forgiveness 


is $3,750 per unit for ngn-profit corporations. 
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Forgiveness is earned by the borrower over 5 years in 
the case of homeowner loans and 10 years in the case of 
rental loans. The unearned portion of the forgiveness 
becomes repayable if the landlord breaks the operating 
agreement. inwrespect..to, rental mates /or,,i£ the 


homeowner ceases to occupy the property. 


The objectives of the program are much the same as the 
objectives of the Neighborhood Improvement Program 
discussed previously -- redistribution and alleviation 
of the prisoners dilemma in maintenance. Subsidies, 
however, are focussed toward individuals rather than 


municipalities. 


If the program continues to operate under existing con- 
ditions, estimated expenditures for the period 1979-85 


are expected to be roughly $135 million per annum. 


Home Insulation Programs 


Two federal programs were introduced during 1977 to 
pEOVide, financial.assistance for )the purchase .of 
insulation materials for residential dwellings. In 
February, 1977, the Home Insulation Program (HIP) was 
instituted for Prince Edward Island and Nova Scotia, 
the two provinces thought to be most affected by rising 
energy costs. On weptenber lof that year,, the 
Canadian Home Insulation Program (CHIP) was introduced. 
CHIP applies, to.all areas». of «Canadaiiexcept. .Briince 
Edward Island and Nova Scotia (which continue under 
HIP). Both CHIP and HIP are administered by CMHC. 


CHIP has been directed initially at the older dwelling 
stock but is to be extended to newer dwellings as funds 
permit. Eligible residential housing includes units 
built before 1961 in all the provinces, and units built 
before September 1, 1977 in the Yukon and Northwest 
Me hr ator es. Residential housing units must be 
self—contained, spryincipal residences; units “must be 
located, .in buildings .of less than 3 «storeys; and «all 
tenure types are eligible to apply (owners, landlords, 
tenants, etc.). The maximum grant under the program is 


$500. Grants are confined to the purchase of material 
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and labour and are taxable. HIP grants are much the 


same with the exception that they are non-taxable. 


For the year 1978, expenditures under HIP and CHIP were 
$28.9 and $18.4 million respectively. It was expected 
that grants under HIP would reach their maximum by 
1981, with estimated expenditures over the period 
1979-81 tor be roughly S30"™mid lion. —CHEP was expeceed 
to have a longer life with expenditures estimated at 


SieS mililion=per annum over the: period= 1979-35. 


4.6 Land Acquisition and Municipal Infrastructure 


This section first describes land assembly programs 
operated by CMHC until this year. Two other programs 
are then reviewed -- the Municipal Incentive Grant and 
the Municipal Infrastructure Program, which were both 
terminated by the end of 1978. The last remaining 
program, Community Services, is described at the end of 
this section. This program provides cash transfers to 
whe provinces for Grstribution to municipalities, tor 
Certain types of=local public expendttures. The 


Community Services Program is currently active. 


Land Assembly 


Untivi-1979, CMHCswas "involvedywitir the oOrovinces. in 
land assembly programs. Two approaches were utilized. 
Under Section 40°of thewNational Housing Act = tana 
assembly costs were financed 75 per cent by the federal 
government and 25 per cent by the provinces with the 
investment being fully recovered from the disposal of 
Lots to individuals or from the sale of billock’ Pande by 
public tender. ANY proLivus =remadningd alter cose 
recovery were then usedr to “enhance the municipality 
where the assembly project was undertaken. Under 
Section 42 of the National Housing Act, the Corporation 
made a loan to the municipality or provincial agency to 
acquire land for general housing purposes. The 
interest rate charged by CMHC was the normal NHA direct 
lending rate. In both of these cases, CMHC acted in 


its role as a financial intermediary, although in the 


oe) 


oy 


wase or ‘Sectaon "40 the investment is a’ direct 
investment in real estate. Over the past five years, 
approximately 20,000 lots have been produced via that 
program, with the net federal contribution in the form 
Ob~loanvor direct anvestment being close to $300 
million. However, in response to recommendations made 
by the Federal/Provincial Task Force on the Supply and 
Price of Serviced Land, the program was disbanded in 
2 STP, 


One of the objectives the federal government pursued in 
commiting funds to public land assembly has been the 
reduction iM-Pand spraces. The rationale for this 
initiative rested on the view that land developers were 
earning large speculative profits on their holdings and 
that those profits could be lessened if governments 


also marketed land holdings. 


there’ rs DrecuLe evidence to support *the’ notion ‘that 
land developers are exercising market power in most 
urban regions and no comprehensive evidence that 
government land assembly projects have served to 
decrease land prices. Rates of increase in land prices 
in market areas with extensive public ownership have 
generally been the same as increases in markets having 


limited public ownership. 


Public land assembly aid has also sought to encourage 
municipalities to improve their planning on the grounds 
tire Mater to heya hedrd’ “land “On a ston vricant scale 
themselves, they would plan more effectively. However, 
municipalities must plan in any case. Improvements in 
the planning process might be as easily attained by 


focussing on the planning process directly. 


Municipal Incentive Grant 


The Municipal Incentive Grant was introduced in 1976 by 
BLE tCaT ys Werth “tMirs program, = CMHC acted as “a 
department and paid explicit subsidies of $1,000 for 
each eligible family housing unit for which a building 
permit was issued between November 1, 1975 and December 
31, 1978. To be eligible, the development had to be 


68 


medium density, with moderately priced units. As such, 
the grant addressed itself to the problem of municipal 
fiscal deficits on. this type. of development, with ‘the 
explicit,objective. being, to increase the supply of 
serviced residential land used to construct moderately 
priced dwelling units. Expenditures under this program 
were $40 million in 1978. Although the program expired 
at, the, end, of 19784. decreasing pexpend tt ue oes cucic 
forecast until, 1983 with total expenditures, over ene 
1979-83 period estimated to be $55.9 million. 


Municipal Infrastructure Program 


Another program which was eliminated in 1978 was the 
Municipal Dnirnastructurewre nog rad, LNeeeere misin rOok 
importance, this was one of the largest programs 
offered by CMHC.with 19738 loan commitments: sof 3290 
million. The objective of the program was to lessen 
municipal resistance to development and thus increase 
the supply of serviced land. The program operated in 
twol ways. . Under Section, 5,7 CMHCALunct tonedauneses 
Financial antermediary,. tole andi .made,tloaniseito 
provinces, Municipalities, or municapal.~asewage 
corporations totminance trunk, mstorm, sand ssianttarmy 
sewers as well as water supply projects. Loans for up 
to two-thirds of the cost of a project were provided at 


the direct loan NHA interest rate. 


Under Sect lon. 52. to fe the sAce GMCs Operate dieacnad 
department and provided subsidies in three ways. 
First, with respect to projects financed under Section 
51, CMHC forgave payment by the borrower of 25 per cent 
of the principal. amount, of.the, loan anda25 speracentmor 
the interest that had accrued from loan advances at the 
conpletion date of the ~project.pn Thus, thessubsidy 
portion for municipal infrastructure projects financed 
under the NHA was roughly one-sixth of the cost of the 
project. Second, with respect to sewage treatment and 
water supply projects that were not financed under the 
NHA, CMHC provided a grant of approximately one-sixth 
Of .thesspotal costseto, thewprovinc) alaongmunwcaoed 
agency involved. Finally, when the cost of a sewage 


treatment project. imposed an excessive, per tcapita 


» 
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burden on local taxpayers, CMHC could make a maximum 
Mhaiw ome UtDermcCentroLrt thevcapitalbwcost cof the 


proyect. 


ALECHROUGh ues pLOgGralte wasn di Secon t. united. da 19779, 
expenditures based on previous commitments are expected 
DG ip ah Ser io iS ie OV Gimme hes period, 19.79 3.3.5° Sub sldy 
expenditures through either loan forgiveness or grants 
including administration are estimated to be $226.1 


Mul iyon. 


Community Services Program 


In 1979, the federal and provincial governments have 
agreed to adopt a 'global' funding approach to federal 
financial aid to municipalities by consolidating the 
Neighborhood Improvement Program, the Municipal 
inirastructure: Program, -and the) Municipal Incentive 
Grant Program into one Community Services Program. 
Under ithisyprogram, CMHChnowlonger acts jas, aviinancial 
DrctermMedua Gye DUtaratiner, <p lay su jon e) ,romew0t, ca 
departmental agency offering explicit subsidies. Bn 
1979, CMHC made grant commitments to the provinces of 
St >On aon and das.onwanuary lp bos ln themiederal 
government will increase its long term funding to a 
level of $250 million per year. A number of community 
services including sewer plants and systems, water 
Supply. iiacwiliwies, is ocierl. sand cul Guna let achi. 1.tie's:, 
neighborhood improvement, non-profit housing, upgrading 
of community facilities, facilities which convert waste 


to energy, and other services are eligible. 


The objective of this program is much the same as that 
of tthesmuinicapal wint rastiiructuret program whichs at 
replaced =——) toAreduce municipal. disincentives: to 
service residential land. Because funds are allocated 
on the basis of population and municipal tax capacity, 
ae S'ecOond sob niectineio. St het tp noiGgiameplisysone, «o£ 
Geadistrilbution.e, That ws, sche programivattemp ts, 0 
provide assistance to those municipalities -- and 
consequently to households in them -- which are in 


greatest need, as well as reducing administrative costs 
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by disentangling the federal government from project by 


Prodvect "Scout Iny ss 


Aner? Other Major CMHC Programs and Activities 


The previous five sections have focussed on the major 
activities undertaken by CMHC. OUNeractvyirures 
conducted by CMHC include provision of assistance to 
specific developments such as Granville Island, 
providing policy advice to ithe federal cabinet, 
assistance to rural and native people, and funds for 
research activity. Two of these activities, Rural and 
Native Housing and research activity, will be discussed 
in this section. The others are not discussed because 


of their small size or relative uniqueness. 


Research Activity 


Under Part V of the National Housing Act, CMHC has the 
aUINORT ty Sto "carry. Out "Voulvrte ves LOM pr OmMO Cem iilG 
development of effective programs to deal with housing 
problems in Canada. The review of current programs, 
the development of new and innovative solutions to 
housing problems and the gathering, synthesis, and 
dissemination of information insofar as it relates to 
housing and housing conditions in Canada are the broad 
objectives of this activity. Estimated expenditures 
under this program are currently $23 million per annum. 
A number of activities are undertaken to meet these 
objectives, including demonstration projects conducted 
with private industry or independently using CMHC or 
federally-owned land; the development of measures to 
ensure construction efficiency and improve community 
planning techniques; the providing’ of information to 
thre -pub lie tm “general; the providing fot ft imaneva. 
ass Ystance’ to" Inst leucrons*anvolvede in housing 
research; “the> providing of “scholarships -to “graduate 
students undertaking research in urban and regional 
related subjects; and the providing of start up funds 
to community housing groups. Funds under Part V are 


also used internally to conduct policy-related research 


cpl 


to enable CMHC to plan its programs more effectively 
and <O= respond to changing housing conditions in 


Canada. 


Rural and Native Housing Program 


The Minister of State for Urban Affairs announced the 
Rural and Native Housing Program on March 7, 1974. The 
DOLLCyY OD je Ctl vem Ole thd carD og tam. were -~ bo th 
quantitative and qualitative and they were to be 


achieved largely through existing housing legislation. 


Thetquantitative goal "has been the production, 
acwuMcorevony, and @renaprilvrcatrvon of 50,000 units in 
eUral communities Of 2,500 Or less over a 5-year 
period. In 1976 it became obvious that this objective 
could not be met and the time frame was extended to 
Msi. “Ine qualitative objective ‘of the program has 
been to encourage and facilitate client participation 
in helping to solve their own housing problems. 


In accomplishing these objectives, CMHC has acted 
through the Rural and Native Housing program in most of 
iicmtapOorsiCcapaclLeves as Insurer, —£ Bivanc val 
inpermoediLary, “and administrator of grants and 
subsidies. This program has packaged together and 
somewhat modified existing program instruments, 
including Section 40° Home Ownership, Section 3471°5 
modified Home Ownership, Section’ 34.1 Residential 
Rehabilitation, and Section 36(g) Emergency Repair 
Program. In addition, there are a number of mechanisms 
uSedeto "support client "participation such as project 
start up funds, ststaining grants, and training grants 
Ehat are funded Under Sections §-36(g)" and 37 3.1 “under 
Part V of the NHA. 


In its early years, the program, partly as a result of 
the cumbersome partnership arrangements required, was 
very “stow in starting “and as a result i1t generated 
considerable native criticism. Pre sprogram -Ls 
presently expected to reach the original target of 
50,000 units within the next few months, although there 


is an unevenness between initial provincial targets and 
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actual achievements. This early achievement of the 
1981 target is partially, the, result of thes tact ihar 
residential réehabitlivatron, ravner El aiwaanew 
construction, has become the main vehicle for 
delivering improved housing conditions in rural areas. 
Estimated expenditures for these programs in the 
context of Rural and Native Housing are expected to be 


approximately $565 million over the period 1979-85. 


4.8 Other Federal Housing Policies 


While the majority of federal housing programs are 
operated by CMHC, some are also operated by other 
departments or through the tax system. The purpose of 


this section is to briefly discuss these programs. 


Department of Veterans Affairs 


The Department of Veterans Affairs provides assistance 
to help veterans to acquire houses. In general, the 
programs operated iby Veterans ALfaitrs provide 
additional subsidies on CMHC subsidized projects if 50 
per cent of the tenants in a project are veterans or 


Surviving spouses of veterans. 


Department of National Defense 


The Department of National Defense directly provides 
housing for omilitarye pens onnedi oat saa snemt alec ocr 
comparable to that in the civilian community where 
rental accommodation is not available in, the) local 


community. 


Department of Indian Affairs 


and Northern Development 


The Department (of “Lndvan A fifhad.yscecand sNOneu nen 
Development provides assistance to registered Indians. 
This consists of technical laid ..counec lighn daar ana 
CONSTRUCTION assistance ~.ace Wer lwracusti Ln amoral 


assistance, in thie: form 6 te lsub se duses ecard noe 


i 


loans guaranteed by the Minister of Indian Affairs and 


Northern Development. 


National Research Council 


The National Research Council provides a research and 
techni Cady 1 nformart om, Serva cent, the nsCana dian 
construction industry in general and to government 
departments and agencies in particular. Emphasis is 
placed on carrying out research pertaining to the 
National Building Code, residential building standards, 


and the National Fire Code. 


Department of Regional Economic Expansion 


The Department of Regional Economic Expansion provides 
assistance in areas requiring special measures to 
improve opportunities for productive employment. While 
housing assistance is not a specific objective, aid may 
be provided to overcome a housing problem when housing 
is an important element in the attainment of a specific 
development opportunity and would not otherwise be made 
adequately available. Assistances,£orn) smuniicdi pal 


infrastructure is also available. 


Canada Assistance Plan 


Substantial assistance is provided to lower income 
Canadians via the Canada Assistance Plan (CAP). Under 
CAP, general assistance is provided on a needs tested 
basis for requirements such as food, clothing, shelter, 
fuel, utilities, household supplies, and personal 
necessities. As well, special items deemed necessary 
for the safety, well-being, and rehabilitation of needy 
persons are covered. It is estimated that payments for 
shelter alone under CAP were $200 million in 1976. 


Assistance under the Canada Assistance Plan is provided 


to persons considered to be medically or socially 
incapacitated for employment, including disabled 


persons, deserted wives with children, widows with 
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dependent ‘children; "and "persons who, because” Of 
unemployment or under-employment, are unable to provide 
for basic necessities. . (CAP as primarily aspregram 
designed to offset short-term problems. For example, a 
significant proportion of “social “assistance case ‘loads 
receive “assistance for*only a. short spenmiods of time. 
Co-ordination between social assistance and housing 


assistance usually comes at the local level.. 


Programs Operated Through the Tax System 


There are a number of programs operated through the tax 
system which have an important effect on the housing 
market. The most important of these are discussed 


below. 


The Registered Homeownership Savings Plan (RHOSP) is a 
plan in which the federal government provides an 
incentive for households to save for purposes of 
purchasing a house. Thre "plate incorporate scr two 
incentives. First, contributions are deductible from 
income ,™whi Le“ procecds™~are-"notrvaxablevr1teusced to 
purchase a dwelling unit. This results in a tax saving 
equal to the marginal tax rate multiplied by the level 
Of SCONCE DUE LON. Second,- Eunds in” a RHOSP “earn: ‘tax 
free income while in the plan. The cost of the program 
was estimated to be roughly “S85 million in 1976 with 
the major beneficiaries being middle and higher income 
households. The program has the effect of delaying or 
shifting forward the demand for owner-occupied housing 
and possibly increasing the total long run demand for 


homeownership. 


Capital gains on owner-occupied units are exempt from 
capital gains taxation in Canada. Because most other 
capital gains are taxed at one-half of the rate for 
other types of income, the preferential tax treatment 
of capital gains from a principal residence increases 
the investment as opposed to the consumption aspect of 
homeownership and results in increased demand and an 
incentive™tovpurchase avunit sratherethian rent.» The 
major beneficiaries of this program are higher income 


groups ‘because the proport iron of owner households 
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increases with income, the value of the dwelling units 
and hence the magnitude of a capital gain generally 
increases with income, and higher income groups have 


higher marginal tax rates. 


Capital cost allowance provisions exert a substantial 
impact on the housing sector. The new Canadian Income 
Tax Act» effective from Wanuary 1, 1972, eliminated the 
tax “shelter taspect "of ‘capital cost’ allowances iby  pre- 
venting’ a™“taxpayer, other than a realestate 
corporation, from claiming capital cost allowances on 
rented property in excess of the income from the 
PLODeCL ty. = PECVIOUS "tO this Act; both ‘corporate and 
personal investors in real estate could claim a capital 
cost. allowance “for *burvidingsy, *exclusive of “land, 
agMiise ANCcOMmea se ronT any Source, Imudddil tron to tive 
allowable deductions from income such as property taxes 
and mortgage interest. From 1972, however, investors 
could only use the capital cost allowance to create a 


loss against rental income. 


The second major change affecting CCA made in 1972 was 
dUs tc OnE bnwatironeon the might) torpood alblerentwal 
buildings? for" tax’ purposes.» The ability to pool rental 
buildings hadMmeantwthat “tax could be postponed "on 
recaptured depreciation when a property was sold, if 
other properties with unallocated CCA existed in the 
pool or were purchased in the same fiscal year. This 
allowed for the deferral of tax payments and a 
Commies Pond lide TmMpiroweme nt) an ~ cash” “£ Fo'w. 
Dascontinuation of pooling ‘wa's” effected by ™ new 
regulations which placed each rental building worth 
550, 000 tor more? intalseparate ‘class #tRecaptumne ox 
temminadl Voss would; thuswoecur ton thepsale (ot, each 
property when pre-1972 pools were depleted and tax 


deferral was no longer possible. 


Thesemchanges ini the treatment oof capital:icost 
allowance substantially reduced the incentives for 
Canadians to own residential rental properties, anda 
substantial reduction in private investment in new 
rental units occurred after 1972. Consequently, toward 
the end of 1974, it was announced that the tax shelter 


aspect would be temporarily reintroduced for new 
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multiple dwelling residential construction begun prior 
to the end of 1975. The plan created a new taxation 
class, multiple unit residential buildings (MURB's) 
which qualified for this tax status upon issuance of a 
CMHC certificate. Since 1975, annual extensions have 
been wiv en) «ext en di n.diet he uipie.) Odenoias, Ciatcceiarn 
construction, which Gualifiesmto. thes endaof.: L937 9uanthe 
objective of the scheme was to stimulate private rental 
construction, but. it hast also introduced ssubstantaa! 


distortions into the housing and capital markets. 


The mortgage interest and property tax credit program 
announced on September 17, 1979 will have an important 
impact On housing. Under the program, a homeowner is 
entitled to a, tax credit. equal stows woerme centwiotsithe 
first $5,000 of mortgage interest paid, to a maximum of 
S290; sin 1982 (AS wells ther ess sastbicO Derive a x 
credit of $250 per home. Because this will be phased 
in.over a period of four, years,, the 1979. taxwcred? taon 
mortgage interest will have a maximum of $312.50 anda 
property stax, credit. of $62.50 ..5 ltaus eesti matedectaat 
the cost of this  pregramiwidl-be S575 midlaonging 19798 


A number of other provisions of the tax system such as 
the non-taxation of imputed rental income, the setting 
of CCA rates at other than true economic depreciation, 
and, the. non-deductibility, off-some scarnyaing eos us 
assocnatediwith chandsaanisio ratiie cote hows lange iad 
residential constuuctionsactavity, south arer notwdealkt 
with here because these tax policies have limited 


relevance to this enquiry. 


5 FINANCIAL OPERATIONS OF CMHC 


CMHC operates in a dual capacity: as a financial ins- 
titution and as a government housing department. In 
ts fananclal instrtution, role, CMHC is: 1engaged,in 
borbowing. and lending fundsssfor santous ctypesoot 
housing: projects, and as ‘a «government insurer of 
mortgage loans made by private lenders. In its depart- 
mental role, CMHC activities are designed to implement 
the housing objectives of the government by administe- 
ring federal grants, contributions, and subsidies for 
housing. Given these fundamentally different 
functions;,) CMHC! s finanewal operataons:  showldc¢be 
categorized and analyzed separately. However, since 
CMHC activities are not budgeted and costed separately, 
such an analysis must be based on limited information. 
This Chapter provides an analysis of CMHC's financial 
Matters and attempts some imputation of costs to the 


VaClous actavities. 


5.1 Financial Flows in Relation to Financial Role 


CMHC activities which can be considered as essentially 
financial as opposed to primarily subsidy programs 
include the insurance function and the financial 
intermediary .function an providing, loanmsiiwhiicoh 
otherwise might have been obtained from the private 


sector (so called ‘residual lending'). 


NHA Insurance Operation 


As an insurer, CMHC receives an origination fee of $35 
Der LnLe. This! s1SiunvendedestOncoverm tive cos tsof 
opening ther Lple,  ~rappradusal, insimect 10mn i anid 
underwriting. CMHC also receives an insurance premium 
which is generally around 1 per cent of the amount of 
the loan insured. It was intended that the origination 
fee would cover all the associated costs of originating 
the insurance, i.e., that there would be no subsidy in 
this fee. On the other hand, it was arranged that the 
insurance premium would be set aside to create a fund 


to cover the risk. This procedure has been followed 


er 
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since 1954, with the insurance premium accumulating in 


insurance funds. 


CMHC has responsibility for administering the assets of 
four biunds:: the Mortgage Insurance Fund (MIF), the 
Home Improvement ”“Loan’ Insurance Fund, the =Renvcal 
Guarantee Fund, and the Home Insulation Contribution 
Funds As Aindieated @insTable, Solely totak assets or 
these funds as at December 31, 1978 amounted to $672.9 
millon; -of which the Ml Praccounted. fom 051 vor mis Lon, 
Against these assets were contingent liabilities of 
approximately $21.3 billion. Since the MIF dominates 
these activities, our comments will be confined to just 
this fund. Because of the nature and evolution of the 
insurance program, three major financial problems with 
the MIF have evolved because of the fee structure, the 
allocation of costs and fees, and portfolio composition 


changes in the MIF. 


(1) Fee Structure 


As described above, CMHC charges an origination fee of 
$35 per dwelling. Although it was intended that the 
fee would cover all the associated costs of originating 
thel-insurpance,)ethe “actwaPere lavredecocts™ rave 
considerably exceeded the revenues generated from the 
Origination Pee lth ist"ocetirs since "thes 35 "fee" nas 
remained unchanged from its inception and the true 
costs appear at this time to range from $40 per unit 
for large multipletunit projyects* tows 300 per unit Lor 
single famrly units "Given the cunrent volume of 
dwelling tunittsetins wWred,Pite=vs *estima ted’ that tie 
Corporation will lose approximately $15 million on this 
ach 1lvitys 1nF97oL” Consequently, the Corporatrvon=ers 
providing a subsidy to borrowers on all its insurance, 
whether or not ‘subsidies for=such borrowers could be 


justified on any grounds described in Chapter 2. 


NHAUDOErrOWers= alsowpayitma fee in ther f'orn of "an 
insurance premium that is generally one per cent of the 
value of the mortgage loan, and this goes directly into 
the Mortgage “bnsurance= fund. Tirns “premrum “Ws 
approximately the same over the whole range of CMHC 


insured loans with only ta minor distinction made 


a 


oe, 


WWEVolls: Sys dk 5 Ab 
Insurance and Other Funds and Insurance in Force 


Administered by CMHC as at December 31, 1978 
CS millions) 


Insurance 
Fund Reserves in Force 
Mortgage Insurance Fund m6 -3al 6.6 2 Siac 
Home Improvement Loan Insurance Fund 4.9 2m 
Rental Guarantee Fund IO ee O70 
Home Insulation Fund Dore te 
Total S6¢2.29 


Source: CMHC Annual Report, 1978 
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between rental and ownership loans. However, there are 
many classes of loans that present different degrees of 
risk and which, Lb Not. Covered wlth ep propre we 
insurance premiums, are actuarily unsound. The 
consequences of “this are *that "CMHC, “‘parely im pursure 
of its social ‘objectives, willbe presented with “a 
disproportionate number of high risk loans, such as 
graduated payment MURB loans, which increases its 
exposure substantially, possibly to the point “where 
potential losses in this category could jeopardize its 
overall portfolio. Thus, large uncovered contingencies 


are arising from this procedure. 


(ii) Allocation of Costs and Fees 


CMHC insurance™ premiums go directly, umtorthe Mibeout 
the morigi@nation fees “enter mntoeeCMnG ts operating 
revenues. Origination costs, on the other hand, are 
taken out of the operating budget. However, since 
these origination costs considerably exceed the fees 
paid, CMHC incurs an operating loss from its mortgage 
insurance operations which is not explicitly reflected 
in its insurance operations. Pier d airenon = un cise tine 
late 1960's, the CMHC operating budget bore the expense 
of administering the claims against the MIF and the 
resulting real estate administration costs. Since 
then, the MIF has reimbursed the operating budget of 
CMHC for costs related to administering claims against 
the fund. 


As a consequence of this legislated arrangement, the 
MIF has grown steadily from accumulated insurance 
premiums, as well,.as accumulated earnings on its 
investment, while the operating budget of CMHC has 
absorbed significant losses associated with initiating 
loan insurance and administering the MIF. The overall 
effect: Of this is “thatethe true costs of NHA einsurance 
are not apparent and CMHC has no check to ascertain its 
efficiency eandt thevappropriateness Off 1ts @vangrvous 
charges This tis Wisikely seomlead Por inapprovpmrarce 


financial practise and inefficient operation. 
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(iii) Portfolio Composition Changes in the MIF 


As Table 5.1.2 indicates, the various asset components 
in the MIF have changed considerably in the last few 
Vicars. pe ior wt Osrl9/\9 > securities <were the 
overwhelmingly largest single asset item. However, in 
1979, as a consequence of insuring inappropriate loans 
(and charging too low an insurance fee for these loans, 
if they were to be insured), a large volume of defaults 
arose, primarily associated with subsidized forms of 
housing loans. These defaults lead to a rapid increase 
in real estate holdings and in mortgages taken back on 
property sold. The Overall effect has been to 
Substantially reduce the liquidity of the MIF, and to 
Stgniticantly increase’ its vulnerability to future 
claims. If the rate of liquidity loss of the past year 
were to continue, the very real possibility exists that 
Lhestiih wislinot have suriicirent? liquidity to: meet 
Claims upon it iby early in 19380.. 


Further compounding the problem has been the failure of 
the MIF to dispose of real estate and mortgages quickly 
enough. Dt Such otsposie1on were to,oceur, the 
liquidity of the fund would improve, although the fund 


might experience some additional capital losses. 


The change in the portfolio composition has had an im- 
pact on the fund in other ways as well. The properties 
taken back have resulted in a significant loss to the 
fund since they are held on the books of the fund at 
market value whereas the value of the claim paid to the 
lender is for the higher ‘book value', i.e., the amount 
of the claim plus legal expenses. As well, the fund 
has suffered a capital loss through the sale of securi- 
ties during the past year because of the high interest 
rate structure during this period of time. Indeed, the 
loss to the fund on real estate taken back in 1978 
amounted to $57.6 million and the capital loss on secu- 
rities sold during the same period was $1.4 million. 
As well, the fund incurred additional costs of $8.8 


million in disposing of such accumulated real estate. 


When the losses implied in the portfolio composition 


change are added to those associated with inappropriate 


qaodsy Tenuuy DHWO +s0an0S 


ma 


000‘TE9 T6S‘TE9 GZ6‘S09 878‘ 17s 987‘ 6SP v6S‘STP V16. BLE TeqOL 

000‘EZE vrr’ 7ST S96‘OL Epp‘ eh €80‘TP 066‘0¥ 70.0‘ TS Sieqse peou 
000‘ZET 800‘ TT Sra! 1a ea T8727‘ 86 Le Cono:6 v17' 96 O9T’8L sobebyiow 
000‘SLT 069‘Z9E GTE‘ PEP G68‘ LLE OSL‘OTE L9S‘9LZ TS0‘96Z setqytanoas 
000‘T 67P‘Z €8S‘9 VOG ¢ Q9LT‘? CC ead T99‘Z enp pue ysed 


(Ge SAT OIC) a 
6L6T 8L6T LL6T 9L6T CHET VL61 Syl sqzessy 


(spuesnouy $) 


Cie OW 
puny souezansuly ebehb AoW 


G1 Gro paed 


c8 


83 


tee structures and Operating inefficiencies, it is 
clear the overall loss of CMHC's insurance operations 


Ls) Substanewal. 


Financial Intermediary Operation 


In its financial intermediary role, CMHC obtains funds 
from which it makes advances through capital budget 
allocations approved from the federal government. 
These budgetary allocations are recommended by the 
Minister Responsible for CMHC, the Minister of Finance, 
and the President of the Treasury Board for approval by 
the Governor-in-Council. Once approved, they become 
the authority by which CMHC can make commitments for 
selected projects. Of course, in performing this 
function, CMHC incurs administrative costs which are 
not altowead stor in Lets Cabital appropriations. Also, 
most intermediary activities represent both financial 
and social functions since CMHC advances funds for 
Projects which elther could not, Obtain private 
Ligancind Of could not obtain financing’ on the terms 
provided by CMHC. Since CMHC funding is also obtained 
relatively cheaply for the type of loan being made, the 
IMolLCit .mterest subsidy cost 1s “passed, back to the 
Government of Canada. The administrative costs, on the 


other hand, remain with CMHC. 


The magnitude of the above lending function and the 
corresponding authorizations under the National Housing 
Retanave risen vteddliy “to S1,319,0 miliion in 1977 sand 
Chen cdeciined sco S49 58.3) miidaon i197 9 sas. a 
consequence of changing federal government desire to 
undertake such programs. Because repayments on loans 
now exceed new advances, the dollar value of assets 
under CMHC administration is beginning to decline. 


These assets are currently about $10 billion. 


The financial intermediary activities of CMHC imply an 
interest margin for the Corporation which is similar to 
the intermediation spread of trust and mortgage loan 
companies (typically regarded as the difference between 
the 5 year commercial mortgage rate and the 5 year GIC 
rate). This interest margin was 3/8 of 1 per cent for 


most but not ali CMHC lending from the late 1960's 
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to 1978, and has been the chief source of operating 


revenue for the Corporation. 


The appropriateness of the 3/8 of 1 per cent spread be- 
came increasingly difficule to justify e in ene  iiGit or 
increasing operating costs and the generally higher 
spread expected by private financial lenders. On the 
Other hand; s (then ConuOma te Ol sia sev tac Ure ely 
administrative costs associated with its source of 
funds in contrast to private institutions where capital 
acquisition represents a major cost. CMHC also has 
some very large loans which reduces the average cost 
per dollar invested. In 1978, however, as a matter of 
government policy, CMHC's direct lending rates were set 
at market rates except where prevented by legislation. 
Prior to 1975, *the Corporation was, jun. sole ecCaces,, 
required to lend at less than its borrowing rate. 
These losses are now reimbursed through budgetary 


appropriations. 


CMHC intermediary lending occurs for a wide variety of 
reasons; the programs utilizing this lending for the 
past. 5 years are’ Set out in Table S.1.3 8 lniceetaoue 
indicates’ a substantial shittevin the: nature, of semMnc 
lending during this period, with “social housing" Joans 
rising from 33 perivcent to750 ver cent,.ofF loans, lana 
assembly and municipal infrastructure loans rising from 
13 per cent to 24 per cent of all loans, and community 
revitalization loans tising! from Umowperm centr tomo. 
per cent of all vloans; while market housing, loans 
declined from 46 per cent to 9 per cent of all loans. 
The pattern of capital lending shown in this table lags 
behind the authorizations described above because of 
the lag from the commitment to the undertaking stage. 
However, the general decreasing, trend of tive 
Corporation's gross capital advances can be seen in the 


PHOJEeCTIONS Of Table=5.1.4% 


Although CMHC has generated an overall operating 
surplus on, its lending activities during the pact 34 
years of its existence, the Corporation is now facing 
an impending operating deficiency. This deficiency is 


likely to arise for the following reasons: 
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87 
(i) Administrative Cost Increases 


In the recent past, administrative costs per dollar 
invested have been increasing since the outstanding 


loan balances of CMHC loans have been decreasing. 
GI) TAGUNGEMOoGEeEdgageteorcfolio 


tte ve thernature. ofsmortgage Loans that during the 
early life of the mortgage, the bulk of the payment is 
allocated vowintenest “amortization with very Little 
credited to the retirement of principal; this situation 
1s reversed toward the final years of the mortgage. 
Inasmuch as CMHC's interest margin is calculated on the 
outstanding balance of the mortgage loan, it follows 
that the margin earned by the Corporation will be 
Eeloative lyphighs ducing Wthemearlys litenofethe loan-sand 
relatively low toward the end. Since the mortgage 
portfolio has been aging, CMHC now finds itself with a 
large volume of very mature mortgages on which the 


income generated is relatively small. 
(iii) Non-reinvestment of Accumulated Surplus 


Through the period of high interest income, surplus 
earnings were returned to the Receiver General by CMHC 
Since it was precluded from accumulating reserves in 
excess of (S5 millions wAswatresult,-ICMHe did nots: have 
these funds to reinvest to generate revenues to 
compensate for the increasing costs and reduced earning 


associated with an aging mortgage portfolio. 


The conclusion of a declining average outstanding loan 
balance and reduced interest margin as the CMHC loan 
portfolio ages implies that at some point the costs 
required to administer the mortgage portfolio will 
overtake the revenues generated from the portfolio and 
create losses on the outstanding loan portfolio. This 
problem was compounded by the limits imposed upon the 
size of surplus’ that could "be; accumulated by CMHC and 
by the decline in the growth of CMHC's loan portfolio. 
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Analogous to its ansurcance joriginaei on wihees ye CMHC 
charges tal loan appliacationei#ee or ess> wen. un tee Or 
direct «loans on market typerhousing) loans. This 5 
fee is insufficient to compensate CMHC for putting une 
loan in place, and thus CMHC is providing a subsidy via 
insufficient fees on these market type Loans: 
Moreover, GMHC does notichardewanyame euilorms asus 
non-market loans, increasing the subsidy associated 


with this lending. 
(v) Loss Incurred at Government Request 


At various times the government has instructed CMHC to 
grant: mortgage loans -at) such = low mnates eas RCO snot re ven 
cover! the "Corporation Ys eboOrrow imag costs rromeeie 
Departments Of shi nance, noretts administrative costs 
associated with the loan. These losses have been in 
the order! of $20 million per years” In recent years, 
the government agreed to reimburse the Corporation for 
such losses in the form of annual compensation 


payments. 
(vi) Bad Loans 


Over the years, CMHC has made uninsured mortgage loans 
which embody higher risks than other institutions would 
have undertaken. These loans have been made as part of 
their, social function <andenavie “res ult edigimmane 


Corporation acquiring real estate holdings. 


These real estate acquisitions have increased CMHC 
administrative costs and also resulted in incurring 
capital losses. Recently, such acquisitions have been 
increasing as a result of the increase in CMHC social 


lending during the 1970's. 


The total real estate holdings arising from defaults in 
the mortgage portfolio and from foreclosured properties 
in? iehemMowmt-gage “Insurance? fund liane, presen tuny 
approximately 28,000 units, and are expected to be at 
least 40,000 units by June 30, 1980. The magnitude of 


these holding is shocking, and the growth rate even 


» 
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more startling. Finally, CMHC sales of such properties 
under their present administrative procedures have been 
Onive lcOUmuntermin: 1997.7. 063300 fun gk97 S:, “and 44,.500.to 
datemin 979), COnteVvoutinguto «the zqrowth sin «realestate 


holdings. 


These figures have grave implications for the future 
Pinancikeal operation Of acMHe,), since foreclosures 
directly involve losses for CMHC via below book value 
recoveries; rising administrative costs from managing a 
rapidly growing real estate portfolio; reduced earning 
assets (mortgages in default generate no revenues); and 
Meir CuemMmeCLease ass OCilatedaw ite, conducting .the 


inappropriate function of property management. 


From the foregoing discussion it is ‘clear that CMHC is 
moving into a period of sharply reduced net revenues 
and alikely ‘substantial lossesmthrough: tts financial 
intermediary activities. Some of these losses are the 
inevitable consequence of an aging loan portfolio which 
generates reduced earnings from a given yield spread as 
outstanding mortgage balances decline, and increased 
costs as the average loan size decreases during an 
inflationary period. However, the losses are also 
attributable to initiating high risk dloans’ without a 
corresponding interest risk premium and to charging an 
inappropriate application fee for mortgage loans. Even 
1f CMHC lending practices are altered, the mortgage 
aging process makes it inevitable that future losses 
will occur, but, if the practice of making social loans 
without an appropriate risk premium is continued, the 


losses are likely to be considerably greater. 


5.2 Financial Flows in Relation to Departmental Role 


CMHC performs many functions that could be considered 
to be departmental in nature. ine Ghek~e: wole, ~1t) ys 
primarily financed by budgetary appropriations voted by 
Parliament, interest earned, and miscellaneous 
revenues. | During the Last: 5.yvears;, its budgetary 
expenditures have grown rapidly, from $149.6 million in 
LOT 4—etoncoIed. Lomtllion in 2978 “and Sé851).2million in 


1979. The absolute importance of these expenditures is 
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set out “in (Table 522.10 -The amount of these” funds and 
the expenditures in these areas underestimate the true 
costs of CMHC's social Stunct ions..." The. underestimate 


occurs because of the following: 


C2) some of the losses incurred in its inter- 
mediary functions are the result of socially 


inspired lending at inappropriate rates; 


(i) realy estate sowned by CMHC “as-0bten rentedrar 
below market levels thus generating implicit 
losses for CMHC, although some of these 
losses are compensated for through annual 


compensation payments to the Corporation; 


(iii) the administration by CMHC of its real estate 
operations is not directly compensated for by 


the government; 


(ivi) the administration “by =CMHG OfM@thersubsemdy, 
grants ands contri butions for publrce rousing, 
urban renewal, privately funded sewage 
treatment loans, and rural and native housing 
program is not directly compensated for by 


the government; 


(v) some of the policy, research, development, 
ann duster sit ica is mV Va BC Oste Ss ea ie manOne 


compensated for by the government. 


Consequently; the ‘socival costs “of "Eederal) howsing 
programs exceed those explicitly mdicated, "and this 
underestimate of costs tends to increase the size of 
these programs. Notwithstanding these underestimates, 
the direct costs of these social programs are expected 
tovrise to $1.4 bililionvin 1984-8572 as shown insrable 
Dicer. 
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6 OPTIONS 


This Chapter deals with alternatives to the structure 
of Corporate activities and the manner in which those 
activities are carried out. The Task Force considered 
thatwiany valternative should address two major 
questions: Pcs ty esthe serious fiinanciad problems 
facing the Corporation and, second, the appropriate 
activities to be undertaken by the federal government 
Pn LignteoOLehousind, markets condLerons tEn sthe next 
decade. The alternatives considered ranged from the 
two extremes of maintaining the current operations and 
array of programs to a major revision of CMHC's role in 
iol Solan gi. AS ange: s0f Sintiermedilvary “Op nLo mss sto 
rationalize CMHC activities was also considered. Each 
corporate activity was analyzed independently for its 
CONGUE LOniT COs tive Fhinancwal problems. facing sobre 
Corporation and its effectiveness in satisfying housing 
needs in the 1980's. 


In considering each of these alternatives, the Task 
Force found that certain factors were important in 
assessing the desirability of privatizing the various 
buncti2onsmprsesently pertiormed. by CMHC, and £0or 
selecting the best privatization option in the event 
privatization is warranted. The Task Force considered 
that the effects on the following were among the 


appropriate criteria to be used to assess the merits of 


Privatization: 
(a5) resource allocation throughout the economy; 
(eae) the cost effectiveness in providing goods 


and services to the economy; 


(eisan ie) economic stability; 


(iv) the conduct. of social policy; .and 


(v7) Canadian control of real resources. 


An elaborationvor these criteria “rps,ftound inthe 


Appendix. 


hes 
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The above criteria are all appropriate for considering 
the desirability Of reiva eile cert Gene Cre scene 
activities. It should be noted, however, that these 
eriteria do not “equally apply to all CMne activities. 
Consequently, an objective assessment of their relative 


importance was made in reviewing each of the options. 


O51, Sisereviis| OUKS 


The Task Force considered the option of leaving 
unaltered the existing array of CMHC activities and 
programs “and Vonly = introdweing wp roved financier | 
arrangements to increase the efficiency and 


cost-effectiveness of each activity. 
The advantages of this option are that: 
Ci) Slt Mis administratively veasy; 


(ii) Financial changes could eliminate the losses 
associated with the insufficient NHA insurance 
initiation fee and might be able to reduce 
losses associated with inappropriate fees on 


some classes of insurance; 


(iii) Procedural changes could expedite real estate 
sales, thereby reducing management costs and 


the degree, ot illiquidity in "the MPP wand 


(iv) The financial operations could remain inte- 
Givat Sd swath Beh eyes bis td VA sO ipie tana Onl Ga en 


conducting social “policy. 


the disadvantages of this Option@are numerous. ~The 


general disadvantages include the following: 


(VY) eMixing "social rand=tinanctal cuncteions billrs and 


distorts the costs of each; 


(il) The cost-effectiveness of each acelvyity) ais 


impaired. 


oS 


Disadvantages related to specific CMHC activities 


follow. 


With respect to NHA insurance activity: 


(Ga) 


(iv) 


(v) 


(vi) 


GyAris) 


CveaRisL ) 


The insurance program serves social as well as 
financial purposes, and the hidden subsidies 


implicit in this would likely continue; 


Government would continue to conduct a function 
which appears unnecessary given the evolution 


of the Canadian capital market; 


Lossiesifane> ikely ‘to Garwsie: through ithe 
Continued? insuring OLvwhigh nisk loans at. an 


inappropriate insurance fee; 


CMHC would likely continue to acquire under- 
sirable: real estate! through ats “insurance 


operation; 


The MIF°is likely to remain illiquid and pos- 
Ssibly become more so because of the difficulty 
inherent in government efficiently disposing of 


real assets; and 


Losses associated with the illiquidity of the 


MIF are likely to be incurred. 


With respect to the CMHC mortgage portfolio: 


(aa) 


(x) 


Ges) 


Government would continue to conduct an activi- 
ty which is not necessary for the government to 


conmdwet ¢ 


CMUCirSs hl ikelyceo incurvlosses timiithe Euture 
from the management of the portfolio because of 
thekaginompeocess joLfPrthe poreiol1To without 


corresponding economies in management; 


CMHC will continue to acquire undersirable real 
estate in the event of default on its mortgage 


loans; 


304-79) 
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In the event of mortgage defaults, CMHC would 
be involved in the management of its real 
estate holdings and the disposition of these 
holdingsijetuncbionsest o ne wiec hesites Sie niet 


suited. 


With respect to real estate holdings: 


(eaves) 


Cx aa) 


(xv) 


(xvi) 


CxXvas1) 


(xvii) 


CMHC would be saddled with the on-going mana- 
gement of a real estate portfolio it is not 


Suited to handle; 


CMHC would be charged with the responsibility 
of disposing of its real estate holdings, an 


activity inappropriate for government; 


Continued large scale CMHC ownership could 
easily introduce distortions «into local real 


estate markets; 


The real estate function could easily be 
combined with the social functions without 


explicit recognition; 


The costs associated with the operation, 
Management and disposition of the real estate 
are likely to exceed those incumned in the 


private sector; 


The speed of asset disposition is likely to be 
slower, increasing the costs associated with 
the real estate holdings and impeding the 
DIQGULALe Yor theeMir, 


With respect to social or departmental activities: 


(xi 2) 


CMHC would continue to operate programs not 
meeting the appropriate target groups, such as 
the .cOrope nati.vemand non prosigks housing 
programs and some parts of the rehabilitation 


program; 
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UxxeeeCMiC woul diebie  stnviolviedesin? duplications of 


activities with the provinces; 


(xxl) Programs would continue in which the decision 
making and managing body has little financial 
obligation for the consequences, while the 
federal government would remain financially 
responsible for programs which it does not 
controlpisuchasi the management vot "public 


housing; 


(xxii) Assistance would continue to be provided to 
Municipalities for programs that may not be 
necessary, such as in the community services 


program; 


(xxiii) Provinces could continue to receive assistance 
to compensate for their own inappropriate 


programs, such as rent control; and 


(xxiv) The cost of delivering housing benefits would 


not be minimized. 


6%2) vOptLronss formFinancialrs Functions 


Options were analyzed for the following financial 
functions: mortgage insurance, mortgage re-insurance, 
non-departmental lending, mortgage management, and real 


estate management. 


Mortgage Insurance 


The Task Force considered two alternative methods in 
which CMHC could discontinue its mortgage insurance 
huNceioen-; Both methods, which are set out below, 
involve the termination of new insurance underwriting 
by CMHC and the privatization of the management of the 
MIF and insurance portfolio. One method, however, 
involves the divesting of existing MIF assets and 
insurance liabilities while the other provides for 


government retention of these assets and liabilities. 
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In both alternatives a federal role of re-insurance is 


envisaged. 


The -advantages™ of § terminating eMACeins urance 


underwriting are that it would: 


Gis) 


(2) 


(Cries) 


Relieve the government of an operation which is 
judged to no longer be essential for public 
policy purposes and one which is expected to 
incur ‘substantial? Wossies 1 hohe auiturcerrve 
present operations and procedures were to be 


continued; 


Prevent the insurance operation from being used 
for departmental or social functions, with the 
implicirt subsidy this” involves  @@sier0.enecne 


form of a non-market fee structure); and 


Prevent CMHC from acquiring future contingent 


Lvl Lae res: 


The disadvantages of terminating CMHC insurance 


underwriting are that it would: 


ip) 


Gai) 


(ise) 


(iv) 


(v) 


Increase the cost to those who would have 
obtained ‘NHA insurance ‘becatise the hidden 
subsidy would be eliminated in the initiation 


fee; 


Create the possibility of insufficient compe- 
tition in the mortgage insurance industry since 
the termination of CMHC underwriting removes an 
impediment to collusion among the private 


insurers; 


Createrthe tpossibulityethat high risk= groups 
may not be able to obtain mortgages; 


Reduce the attractiveness of Canadian mortgage 


investments for offshore investors; and 


Reduce the leverage which the federal govern- 
ment has for imposing’ construction and site 


standards for residential property. 


| 
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For these reasons, wayS were examined to encourage a 
private company to take up the room left unoccupied by 
CMHC withdrawal, to institute a federal re-insurance 
PrOghan,aand Co Maintain the current level ‘of 
investment in mortgages by banks. With respect to the 
be toer pout pe tie tcurrentebank sActoeimits che 
investment in privately insured mortgages by chartered 
banks to 10 per cent of their Canadian dollar deposits. 
If this limitation is not adjusted once NHA insurance 
is discontinued, the effective level of investment in 


mortgages by banks will decrease. 


Dheaslwices o amethod Lori tHesiol vitng= some ot: these 
disadvantages involves the creation of a new company 
initially to be wholly owned by CMHC that would take 
Over the assets and liabilities of the MIF from CMHC. 
The company would be sold to the public as soon as 
possible, but hopefully within a year of its creation. 
CMHC would thus terminate its mortgage insurance 
underwriting, and management of the insurance assets 
and liabilities. The new private company would continue 
underwriting insurance for its own accounts and would 


manage the remaining MIF liabilities. 


An alternative method for resolving some of these 
disadvantages involves CMHC agreeing to terminate 
writing mortgage insurance as of some date, possibly 
December 31,5930; and» arranging Eor the private 
Management of its MIF and insurance portfolio. CMHC 
would retain the ownership and policy control of the 
assets and contingent insurance obligations of the MIF. 
Atvariant "ofethis is° that part’ of thevconsideration for 
obtaining the management would be that the private 
corporation enter the mortgage insurance field and 
commence underwriting insurance when CMHC activity 


ceases. 


Under the first method, CMHC completely terminates its 
iInjsuUrance operat lonweXexice pe form contingency 
re-insurance)™~. #they advantages Ofe this ‘compared to the 
second method are that it would: 


(i) Generate government revenue on the sale of the 


fund and its contingent insurance liabilities; 
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(ii) Create a new on-going viable private entity in 
the mortgage insurance field, which would 


increase competition in the industry; 


(iii) Provide direct employment for some existing 


CMHC aistaie; 


(iv) Ensure that CMHC would not acquire additional 


real estate through the insurance operation; 


(v) Eliminate. the needsitorn ICMHGy to yi vespolarcy. 
direction, to'the private manager Votes 


existing fund. 


The disadvantages of this method are the advantages of 


method two. 


Under the -secondamet hodsiicMe Ca woun d ar e-tiad. ne eine 
ownerships and) pod icy, control, of? eihice asisiet sipand 
contingent liabilities of the MIF. The advantages of 


this compared to the first method are that it would: 


(i) Bnabde CMHC sto Lcontroly the sopera tion voreene 
existing MIF; 


(ii) Release CMHC from the operation and management 
responsibilities of the contingent liabilities 


and foreclosed real estate; 


(i111) Ultimately enable CMHC to realize a larger net 
gain if the net present value of the assets 
Over liabilities incurred, as the insurance 
lapses, exceeds the obtainable current market 
Price for thevassetse of sthesiunds andecses 


contingent liabilities. 


The disadvantages of this method are the advantages of 


method one. 


Introduction of Contingent Re-Insurance Program 


A contingent re-insurance program could be undertaken 


through an expansion, ofthe’ mandate .of the Canada 


a 


0 1 


Deposit, IinsurancesCorporationzg/orsthrough iCMHC. Lit 
could be administered like the Canada Deposit 
insurances Corporationsiundvsouthatethe gaimwor loss to 
the government is known. The program would involve the 
offering of re-insurance to private insurers and could 
be done in a variety of ways including acquiring full 
insurance in some classes of property, acquiring a 
PeOp oO raLonsotrthessinsurancetiwhsehaithie ypriwate 
underwriting company, or re-insuring private loans for 
a temporary period until the loans are seasoned. ibe 
would be realized that under a re-insurance program the 
government would not be guaranteeing loans but would be 
DaGereupating )inathercltosses of ipravatetmortgage 
insurers, subject to specified maximum limits. Under 
extreme conditions, however, private mortgage insurers 
might become insolvent and unable to pay their share of 


the claims. 


The advantages of such a re-insurance program are that 


Pe cou lds 


(i) Be used to reduce the shock to the capital 


Market of the cessation of NHA insurance; 


(ii) Raise the security provided by private mortgage 
insurance to a level that is somewhat between 
that currently provided by private mortgage 


insurance and by NHA mortgage insurance; 


(iii) Increase the credibility of private mortgage 
insurance because of the association of the 


government; 


(iv) Lead to some reduction in capital requirements 
for private mortgage insurers and so improve 
expected return on equity and also increase 


Capacity marginally; and 


(v) Enable private mortgage insurers to withstand a 


higher level of claims than at present. 


The program could also be used to: 
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(vil) Encovragé fthewintroduct1lor ior news Monedage 
forms, such as Graduated Payment Mortgages, by 
insuring the excess loan balance under this 


scheme; and 


(vii)i Affect ‘thebcycolicateavan labilityeor momigage 
Hund s¥cbyiarawkt or im qr tihte Scion du tao sw eito T 


re-insurance. 


The disadvantages of this program are that it creates 


the risks that: 


(i) Government will become heavily involved in 
mortgage insurance underwriting through the 


back door; and 


(ii) The re-insurance program might be used as a 


departmental tool. 


Non-Departmental Mortgage Lending 


Since CMHC has substantially curtailed non-departmental 
mortgage lending, i.e., acting in its intermediary role 
for non-social reasons, we do not provide any extensive 


analy sisVorv the coptrionseins this area. 


Mortgage Portfolio 


The Task Force. ‘consvdered tthe’ options for handbing 
CMHC's existing mortgage portfolio on the assumption 
that the cessation of new non-departmental lending 
would continue. The options included the possibility 
OL ICMHC: 


(i) Retaining the ownership of its ‘mortgage 
portfolio and contracting out the management; 


(ONS 


(ii) Disposing of the ownership and management of 


Lts mortgage porttolioy. 
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The relative merits of these options are discussed 
separately for the privatization of management and the 


disposition of the existing mortgage portfolio. 


The privatization of management option envisions CMHC 
turning the management of its existing mortgage portfo- 
110 over to one or more private entities for manage- 
ment. This could be done in a variety of ways either 
in conjunction with or separate from a disposition of 
the, OWNerSship, or 2es portiolio (which is discussed 
below). If this option were selected an array of 


disposition alternatives could easily be found. 


Management are that it would: 


(i) Relieve the government of an unnecessary acti- 
vity which provides no net advantages and 
which, if present procedures are continued, is 
likely to involve a financial loss around the 
endror the vl9s0 "Ss; 


(ii) Enable the portfolio to be managed efficiently 


and in a cost effective manner; and 


(iil) Enable an efficient disposition of real estate 


obtained through default on existing loans. 


One disadvantage to the privatization of management 
option is that the cost of administering subsidies 


attached to existing mortgages may increase slightly. 


The second option envisions the disposition of CMHC's 
existing mortgage portfolio to the private sector. 
Such a disposition could occur in numerous ways and if 
this option were selected, the alternatives could 
easily be determined. One variant of this disposition 
procedure would be to offer the existing mortgagees the 


first option on acquiring the mortgages. 


The advantages of disposition of the existing CMHC 
mortgage portfolio as distinct from the management are 
that it would: 
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(i) Raise considerable cash for the government; 


(ii) Redtieve government @ofliithespos siibiimtye or 
acgqurring? via mortgage detau ts more seat 
estate which is costly to manage and difficult 


for government to dispose of; and 


(iii) Eliminate the need for CMHC to oversee and give 


direction to the private mortgage managers. 


Anwapparentedisadvantage offidisposi tion, Ofsitiie 
mortgages is that it might result in the realization of 
ai2.5) bo -4vbpi invone del lartcapiealeloss. hore thearederal 
government. This, however, would be the realization of 
losses currently existing in the mortgage portfolio as 
a consequence of rising market interest rates and the 
possibility. of bad mortgagemioans. sithesemilosses) have 
already sbeen incumnedmandsthegrnesa Uizabrone or. Ehemns 
not hthescneat lon Omar shOSs. il Orie xan Dey aL Nem EUlCs 
raised could be used to redeem existing government debt 
at a substantial discount from book value. Alternati- 
vely, the large cash flows generated by a sale would 
reduce government current cash requirements (the in- 
terest saved being the current analogue of the realized 
capital loss); and interest on debt taken back would 
offset. interesitrcosts sassocdateds with hexis ting?! or 


future government debt. 


The disposition of such a large portfolio might impose 
a strain on the capital market in Canada. On the other 
hand, much of this potential strain could be offset by 
acquiring debt, or taking back outstanding government 
securities as partial payment. Finally, the timing of 
the,-disposation “couldsbevusedwas sanvanti-cy clinical 


stabistization Stool. 


Real Estate Portfolio 


CMHC presently owns and manages substantial amounts of 
real: estate in itsown, portfolio: andain sthemoortiolio 
of the Mortgage Insurance Fund. Thies Las ktB-o rice 
considered the options for handling CMHC's existing 


realvestateliportrollonony the sascumpcvom tliat. ol cass 


» 
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inappropriate for CMHC to be the direct owner of large 


real estate holdings. 


Consequently, one option is for management of the real 
estate portfolio to be turned over to the private 
sector on a decentralized basis and for these managers 
to conduct an aggressive campaign to sell these assets 
under) athe dinectrom of; a ipersionicto. head thas 'sales 


campaign. 


Pie; cad viambadesio Cue in Zi nde other pr invat Core GC itOr pio 
conduct the sale of real estate holdings and to provide 


local management pending such sales are that it would: 


(i) Relieve government of an unnecessary management 
operat Lonny fonewh chy atecistsnot vsuited and) in 


which it incurs considerable expense; 


(ii) Eliminate the pressure on government to provide 
hidden subsidies by renting property at below 


Market rates; 


(iii) Maximize the ultimate return on the portfolio 
by substantially increasing the speed at which 
CMHC disposes of assets, and by improving the 
marketability of the units. by sup=-grading their 
condition and fully renting the buildings at 


market rents; 


(iv) Enables aafaster, restonbatron of) laquidity for 
the Mortgage Insurance Fund than under existing 


procedures; and 


(v) Be a cost-efficient way of handling and dispo- 


sing of the real estate portfolio. 


No major disadvantages to this option are apparent. 


6.3. Options,forn Departmental Function 


Dumterms)s0f gagbroad policy ¥dire cthonsfiorssocial 
Housmnd,ssinereased shlexabi levty uto target Housing 


programs to those in greatest need was considered to 
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bes important. There is ral sigqniticanwe numberof 
Canadians with incomes too low to enable them access to 
sound basic housing at a socially acceptable housing 
expenditure to income ratio. Given the decreasing 
requirement for new house construction in the 1980's, 
the opportunity now exists for governments to adopt a 
strategy that emphasizes decreased shelter expenses for 
low income households and increased use of existing 
UMmLeES. In both urban and rural -areas,-there is’ scope 
for improving low quality housing by renovating and 
upgrading” the “exWs ting houvsaing "Ss vocak. Dn om any: 
instances, the cost of maintaining an existing unit in 
good "condition may be® less’ than constructing ‘a new 
unit. In this regard, it seems appropriate that the 
federal government seek to package and target subsidy 
funds in a way that provides low income Canadians more 
direct and atfordable access to 'extsting housing 


accommodation that is in good repair. 


The following discussion of alternatives should not be 
taken as a suggestion that the federal government 
withdraw assistance from those people in need, but that 
it move in favour of programs that pinpoint need and 
deliver assistance efficiently. The Corporation would 


need the legislation to implement such programs. 


Public Housing 


The Task Force considered ways to modify federal 
involvement under current programs excluding rent 
Supplements on privately owned buildings and Rural and 
Native Housing. The federal government could negotiate 
with the provinces with the view to withdrawing from 
the joint long term subsidy commitments. All subsidy 
commitments involved in units under management which 
arose from the operation of the federal-provincial 
joint loan and federal loan programs would be honoured 
in a different form. This could be done in a variety 
of ways; for example, in the joint investment projects, 
the federal -gqovernmenty could give WMpesttsmequa ty 
interest, and in»federal loan projects; the federal 


government could forgive the loans. No new capital and 


Orr 


Subsidy commitments under the joint investment public 
bOUStig program Voecclon 40) OF the NAAY would be 


undertaken. 


The advantages of this withdrawal are that it would: 


(i) Disentangle federal and provincial roles and 


responsibilities in social housing; and 


(ii) Provide an incentive for more prudent manage- 
ment of subsidy costs because the funds would 
be raised by the “administering Level of 
government. This would make management more 
cost effective and would improve the allocation 


of resources. 


The disadvantages of this withdrawal are that: 


(i) If the provincial governments do not maintain 
the same level of subsidy to the existing 
clients this could cause severe dislocations to 
Cire CleVent O20 pr Tivis “would atrect 
female-headed single parent families and senior 


citizens the most; and 


(ii) If the lost operating subsidies exceed the 
interest savings and managed economies 
associated with the transfers, the final costs 


to the provinces will increase. 


Non-Profit and Co-operative Programs 


The Task Force considered withdrawing federal funding, 
With Cnew Olrougnt Of developing a more eLricient 
delivery system for benefits to low income households. 
The objective would be to design a program where need 
targets were more specific and to separate measures to 
increase housing stock from measures which increase 
access to adequate housing at a reasonable proportion 


of income. 


The eovemtages Or stivis alternative are’ thatuit would: 


(Gia) 


(¥isieis) 


(iv) 
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Terminate a program which has the potential for 
significant abuses in terms of the client group 


served and delivery inefficiencies; 


Terminate a program in which the federal 
government undertakes only long term subsidy 
commitments without proper assurance they will 
go initially and throughout the commitment 


period to the appropriate target group; 


Allow the Corporation to devote more real 
resources to assisting persons who are in real 


need; and 


Allow a direct subsidy program to the client 
which is more appropriate than a construction 


program. 


The disadvantage of termination of these programs is 


hate Le 


(a8) 


would: 


Cause a 'sunk' loss of federal funds which have 
already been expended for the development of 
non-profit and co-operative projects which have 


not yet been approved for federal funding. 


Rehabilitation 


The, principle of assistance for rehabilitationywas 


endorsed but it was thought that the program could be 


restructured to be more cost effective and to channel 


assistance more directly to those in need of aid. 


Consequently, it was felt that the program should be 


Mevilewediwwith .asvaiewe tors peci fy ings imancaval 


requirements for owner-occupants on the basis of net 


wealth as well as income. In the interim, assistance 


totlandlords fOr rental waccommodats On. Colslamwe 6 


withdrawn. The rehabilitation component of Rural and 


Native Housing should not be considered part of these 


options. 


The advantages of the Task Force objectives are that: 
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(i) The program will be targeted to needy groups 


and delivered in a very direct way; 


(ii) The possibility of benefits going to those not 


truly in need will be reduced; and 


(iii) Unnecessary federal assistance to landlords 


will be reduced. 


Although there would be less rehabilitation carried 
out, it is questionable whether low income households 


would be greatly affected by this withdrawal. 


Income Maintenance or Shelter Allowance 


After considering the general housing supply situation 
expectedminittheol 9804s, the needs of low income 
Canadians, and the problems identified with the above 
programsi;! the Taskmhorncerboletay considered thie 
replacement of most existing social and departmental 
housing programs with direct grants to individuals. 
These grants could be conditional on the attainment of 
adequate accommodation at an appropriate proportion of 


income or they could be general income transfers. 


Direct grants have the advantage of delivering housing 
assistance to the appropriate target group with minimum 
distortion to the housing market and with maximum 


efficiency. 


A full analysis of such schemes was outside the purview 
of this Task Force. The scope and cost of such schemes 
were not investigated; similarly, the Task Force did 
not attempt to measure the impact on the market of such 
demand, in particular, whether a high enough level of 
demand would be created to stimulate an adequate level 
Of construction, and rehabilitation of the texisting 


housing stock. 


1) 


Community Services Grant Program 


The Task Force considered termination of the program at 
the end of the current federal-provincial agreements 
but leavingethe Legislativesauthoritymintact somthat 
where a specific need can be demonstrated, CMHC could 


AC. 


The advantages to terminating the program are: 


(i) The withdrawal of a federal program which is 


essentially addressed as a municipal problem; 


(Li) Thet removal’ of respons Tbr lity from’ CMHC VLOr ia 
fiscalitthans feueorogram itiateiswomuy every 


indirectly related to housing; and 


(iii) The freéing of resources “to meet spectiite 


housing needs identified. 


Onev conceivablem disadvantage Lovthe termination eor 
federal funding for the program on an on-going basis is 
that the federal government will decrease its power, 
however vague, to improve community environments for 


Canadians. 


6.4 Personnel Adjustment Program 


TherCorporatvone contains) va =poolsor Shighwy “sikaeled 
personnel consisting of housing appraisers, inspectors, 
programvadministratorsie andet inareta Wiand=polucy 
analysts. These individuals would make a valuable 
contribution to many places of work in Canada-as their 
particular expertise is unique and much sought after by 


other governments and private enterprises. 


There was serious concern that any re-organization of 
the Corporation; me resulting frome thi saineport ape 
implemented in such a way so as to avoid interrupting 
the career pattern of any employee. Therefore, ways to 
ease and smooth any transition for the employees were 
considered. The main objective to be addressed is to 


a 


ye 


make contact between CMHC staff and potential new 
employers and to make each party fully aware of their 
potentials and’ capabilities. hes wace vonat: CMHC 
personnel are not considered part of the federal civil 
service for employment purposes was considered a 
definite limitation in finding alternative employment 
for eMhCEastaret: 


One possible way is to employ a consultant, experienced 
in the field of employee relocation, who is capable of 
providing a comprehensive conselling service and who 
has offices and qualified staff in all major centres in 
Canada. This consultant could have the authority to 
dwaw, wponr the Tres owrcces of Gtheveublac’ Service 
Commission and to implement a comprehensive program 


that could entail the following components: 


(i) Consultation with CMHC regarding the how, when, 
and where of terminating the employees. This 
includes recommendations regarding severance 
pay, and discussions about the tax and legal 


implications of terminating an employee; 


(ii) Counselling with the employees to help them in 
dealing with the emotional vimpact or being 


terminated; 


(iii) Financial counselling to evaluate the economic 
impact upon ‘the’ individual; “and=to plan the 
individual's finances while between jobs. This 
mneludes: personal ecash Sitow! projections, 
investment recommendations, and financing 


requirements; 


Givo® Career® planning tand tgoal=-settingewithe a con- 
sultant representative. This may also involve 
a psychological assessment of the person's 
strengths and weaknesses, interests, and 


motivation; 


(v) Preparation of the self-marketing plan, in- 
cluding resumes, broadcast letters, prospect 


Lists, sanditmaiting Lists; 
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(vi) Development of a strategy for approaching job 
prospects, including advertisements, personal 
contacts, recruumitang iconsu lean Usi fs tandabive 


"hidden job market'; 


(vidi)minterviewstraining;) includingyrole ww lay tag, 
feedback, and preparation of responses to 


standard questions; 


(vid imOngoingr dimectionmandmadvitcestduning the Job 


search; 


(ix) Evaluation of alternative positions as they 


become available. 


6.5 Recapitulation 


CMHC haswcarried: out theidual functionsw oft inancial 
intermediary and social policy agency. The mixing of 
Einancial and socialepolicylfi£unctionsshasymeant that 
the -costsMmoiseadchmopera tion vare mune] ean andy, thie 
objectives of each become distorted so that neither 
function is implemented in its most efficient way. The 
private sector holds financial expertise and operating 
experience. The government's primary function in 
housing should be "to implement the social poliveves 


appropriate to the day. 


A decreased need for direct federal activity in housing 


and mortgage markets is warranted. 


GMHC vactuvitvVes vn mortgage, inswumencescouldisbe 
discontinued with little effect on public policy and 
with substantial operating savings and reduced 


contingent liabilities for the federal government. 


The  fonecasi op.eratenodet lcngt sone hes mortgage 
portfolio administration can be reduced by transferring 


management and/or ownership to the private sector. 


Corporate revenues could be increased by the sale of 
the real estate obtained by foreclosure and presently 


undes) CMH Cfimaniag ement ;ycand ghh egese2.09 mi on 


» 
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appropriation and $30 million cash claim on the MIF 


could be accordingly be reduced. 


The subsidy functions could be realigned in such a way 


that the federal and provincial roles are disentangled 


and programs more effectively directed to specific 


groups in need of housing assistance. 


The federal role in housing would then evolve to be: 


(ein) 


(asad) 


AScOntvinuang Concern with thie supp ly (of 
mortgage funds through federal re-insurance of 


all mortgages; 


A continuing concern with the distribution of 
and access to mortgage funds to be implemented 
through the activity of lender of last resort 
at appropriate charges, for those individuals 


not serviced by the private sector; and 


MIcontinwingGeconcernn with access £0’ good 
quality @@attionrdab We hows in giiioreit hose 
households who are not able to obtain adequate 
accommodation lon the) private market at a 
reasonable proportion of their incomes, through 
the’ ise) Of Prentwsubsidtesie  rehabitrvration 
grants to owner-occupants, grants and loans for 
rural and native persons, or through income 
Maintenance or direct cash transfer programs, 
and through research and demonstration 


projects. 


7 RECOMMENDATIONS 


The first«sectiony Of thismChapter epnesents”® tie 
recommendations of the Advisory Committee; the second 
section describes the financial implications on the 
federal government of the recommended changes; and the 
third section discusses federal-provincial concerns to 
be addressed if the recommendations were to be 


implemented. 


Taegl Recommendations to the Federal Government 


After careful consideration of all of the advice that 
has been received to date, the Advisory Committee 
recommends that CMHC activities be primarily in the 
area of social or departmental housing policy and that 
it essentially sdiscontinuesats yeinanewal Gunctions. 
The specific recommendations to effect this are set out 


below. 


hom f ThatsCMHG sbenmaintained Biny place whtheits current 


legislative authority. 


2. That CMHC focus on identifying those areas where 
Federal government involvement is required to 
provide adequate shelter for low income Canadians. 
The primary function of CMHC is to conduct federal 


government social or departmental housing policy. 


In this connection, that the Minister Responsible 
for CMHC “(hereinafter tthe Minister) sand the 
Minister of State for Social Policy direct /ay study 
On-the Gieasibi lity) andahinancial cost jof srep lacing 
most existing social and departmental programs with 
a direct income maintenance or direct housing 
allowance scheme and report back to Cabinet by the 
end. of 1980. 


3. That the following CMHC departmental functions be 


given special consideration, as described: 
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Public Housing (50 year subsidy commitments) 


That the government commence negotiations with 
PhempGOVINCcess witheata walew two ediminat ing 
subsidies by January 1, 1982. The settlement 
Oftalong—tCerm commirementse tnustni Sarconmec tion 
Naght ~anclude.fouguveness-. of moxrtgade 
commitments on, or divestment of federal equity 
in, DUBDLIGHROUS ING .6 VNO.newecapital, projects 
should be considered at this time, nor any new 
long-term subsidy commitments on provincially 


owned housing. 


Community Services 


that the Government of Canada notify the 
provinces that the program will terminate as of 
December 31, 1980 when the current federal- 
provincial agreements expire. That federal 
contributions be made on eligible and approved 


DroOgect ss untiwie Marche 3 lee 193'2,. 


Residential Rehabilitation 


ThatwenO. furthers funding be considered for 
landlords until this section has been carefully 
reviewed. That CMHC carefully review the loan 
BIN Cie tae bp Om sary Swe toh ens Orercuu) tO 


Owner-occupants with a view to: 


1. securing the funding from private sources, 


and 


ii. making grants only after net assets as well 


as income have been considered. 


Non-Profit and Co-operatives 


That funding be withdrawn from both the public 
and private non-profit and co-operative 
programs with the thought of developing a more 
efficient delivery system of benefits for low 
income households, but that the implied subsidy 


eG 


eomml tments*= contained in fulkly “comm eeed 


development funds be honoured. 


e. That all operating costs related to CMHC social 
programs be recovered from the Minister through 


appropriations. 


That CMHC cease writing mortgage loan insurance, 
except in extreme circumstances when the private 
market cannot supply this service in remote areas. 
CMHC would stop underwriting insurance at a time 
designated by the Minister once a decision has been 
made about the best mechanism to be used to remove 
mortgage insurance activities from CMHC. That the 
Minister employ consultants to advise him on the 
mechanism to be used. While there are two general 
routes that can be considered -- one involves the 
Sale sof assets “and liabpiLireles* onan on-going 
basis, and the other involves the management of the 
liabilities of the mortgage insurance portfolio and 
of the assets of the Mortgage Insurance Fund -- we 
recommend sale of the assets and liabilities. That 
the Minws ter Report Abaick otioa-Gabunet (One eine 


preferred mechanism by the end of February, 1980. 


That the Minister of Finance be asked to amend the 
Bank@Act "tokallow™banks more’ flexibility in vtehe 
ratio of Canadian mortgage loans to Canadian dollar 


deposits. 


That the government provide re-insurance for the 
mortgage industry. Such re-insurance would be 
short of a government guarantee but would raise the 
security provided by private mortgage insurance to 
a level that is somewhere between that provided 
currently by private mortgage insurance and by 
National Housing Act mortgage insurance. Lercoutd 


also be used to serve other housing needs. 


That the Minis tere-appoiwn t =a nh eindacy Pdvlatee to 
immediately assume responsibility for the 
management and sale of all the properties currently 
hreldtby"thevwCorporatron throug toereclosure an 


connection with direct lending or the mortgage 


» 


LE 


insurance program. The individual should be free 
to take such actions as are required to maximize 
the return on the assets involved. It is equally 
mpontwantachatethis: individual be instructed to 
deal in the most sensitive manner possible with the 
very urgent personal problems that confront many 
individuals who have been encouraged into buying 


housing which is now beyond their means. 


That themMinister appointsan «individual ito: 


ale arrange for the management of the mortgage 


DOFErOlVYORtO begcontracted jout, and 


b. assemble the information required to sell the 
portifoliolands then onjthesinsitructionysof the 
Minister, to liquidate the portfolio. (LE any 
POrbhion {of mthe MportLoltovaspeto be «solid, it 
should be offered to those who are.on the 
mortgage at the same discounted price, before 


any; /bulk -txansier,)) 


That those employees who are displaced by the 
re-organization of CMHC be treated as though they 
were civil servants, be allowed to compete for 
positions in the public service for a two-year 
Period, wand beg placedtonean Smistitalhc month 
PrLOr ity ekist. ofhesaMinister showlhds apponnt,ian 
individual to implement a personnel adjustment 
program which involves careful management and 
attention to each individual so that employees of 
thes Comporationiwa Miewndergos noi dnterxnuption in 
their career patterns. The individual would have 
Ehenmaukhoratyetoneadhy onupthe mesouwnces) lof the 
Public Service Commission and the program would 
encompass the components listed in section 6.4 of 


the previous Chapter. 
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Financial Implications 


Insurance Function 


Method One - Creation of a New Company 


The Superintendent of Insurance estimates that a 
capital investment of $25 million would have to be 
made into the new company to enable it to meet the 
regulations of the Insurance Act dealing with the 


Cabio.OLrkequityietOmliapit tty: 


The Consolidated Revenue Fund (CRF) would be freed 
Of the respons joigaty sfonwtaundindg mene 1 Wanguid 
Mortgage Insurance Fund after the new company had 
been sold. It is estimated that loans required from 
the CRE ines 0Mwrll eamount toes 140 18) Pion ysunless 
there 4s av@substantial® acceleration Of, spealvestare 


sales. 


CMHC would be freed of the loss incurred in the 
inv@eleaGion tore mor tdageltunsurancer This would 
KrESUuULERiABRa Saving’ toFthe!, Copporaerone Of) Su5 


million a year. 


The Government would no longer incur large volumes 
ofvadditionaliliabtiwmtres@and torectiosedGreal 


estate. 


Method Two - Contracting out Management 


This proposal requires no capital investment and 
allows the CRF to take the residual of the Mortgage 
Insurance Fund as and when liabilities have been 
discharged. The CRF would be required to finance 
thealoans) for: the MortgqageminsurancesBund.ewith 
careful and prudent management of the mortgage 
insurance portfolio, one would expect to minimize 
the losses associated with foreclosure and very 
much reduce the turn around time betweeen 
foreclosure and resale and thereby substantially 


reduce the cash demands on the CRF. 


Lg 


The Corporation would be freed of the loss incurred 
in, thie: anitiatton of monmtgage insurance. This 
wouldercesult. in tat’ savind/to therCorporation of $15 


million per year. 


The Government would stop incurring additional 


ADL LL CLes . 


Introduction of a Re-insurance Program 


This program would be financed out of the fees as 


established by the Superintendant of Insurance. 


The exposure of the government would be considera- 
bly less than under the existing arrangements of 


NHA insurance. 


Real Estate Portfolio 


The Corporation has almost $500 million invested in 
real estate that would be sold over the next five 
yeasus.0 This will result in a net inflow) of $500 
million into the CRF and the MIF less the cost of 
operation and sale, plus rental income before sale, 
and plus or minus the difference between current 
valuation and sale price. By careful management of 
each individual structure and the adjustment of 
rents to market prices, we would expect to maximize 
the returneby putting full occupancy “burldings on 


the market. 


Savings for Subsidy Functions 


Table 7.2.1 sets out the expenditures which would 
not be made and therefore the cash which would not 
have to be drawn from the CRF, if the recommend- 
ations were implemented and if the negotiations 
with the provinces on the long-term public housing 
subsidies were successful. They do not include 
consideration of the cost to the government of 
settling the loans and equity for public housing. 
The figures should not be considered as net savings 
to the government. Rather, these expenditures 


reflect the general magnitude of a direct grant 


Reductions 
Advances 


Non-Budgetary 
Cash Advances 


Public Housing - 
S27 407 (reds) 


Rehabilitation 
for rental and 
nNOn=proLtit 


Sub-Total 


Budgetary Cash 
Advances 


PUD LECBHOUS TOG f— 
S. 40 (reg. ) 
Sia DLOV. 


Owned units) 


Public Housing — 


S. 40 
S. 44 


NON=Prorire ana = 
Co-operative 


Rehabilitation - 
for rental and 
NOn-O LOL & 


Community Service 


Sub-Total ‘i 
Total 4 
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in Non-Budgetary and Budgetary 
if Recommendations Implemented 


SmELlrons 


Year 
80/81 SL SZ 82/753 83/84 84/85 


No new capital commitments after 1979. 
ad Wie 8 Surat) Sey Ate} 3958 AS 


- No new commitments after 1979. 
Sit Ax 4.8 5.0 ines 


24.3 pg) 41.6 44.8 48.3 


No new subsidy commitments on new 
CONStEVCTION abter 1979. 


= 0.5 Saal Thess) E220 
= Digs) 4.8 Li.0 io 
Existing stock: expenditures not made 


if provinces agree to terminate 
federal subsidies, Jan. l, 1982. 


= = syed Se st) 28 
= = 187.4 219.4 232.4 


No new subsidy commitments after 1979 
except for units implied in fully 
committed development funds. 

13.0 3 a,6 Slab 7 Ote2 108.4 
No new subsidy commitments after 1979. 


Nae 2601 30.8 30.8 30.8 


s - Termination after 1980. 
250.6 250.6 250.6 


8.3 41.1 Dione OSisr I 724.7 
2.6 82.4 614.9 TAU SS LIS ei2 


e2 


program which could be considered to replace the 


current social housing programs. 


The figures are based on the CMHC 1979 approved 'A' 
base budget. 


Federal-Provincial Considerations 


The wpmuvatizationnofv’the insurances function is 
expected to be viewed favourably by all but some 
provinces and territories which have large rural 
populations which might not be well serviced by the 
pumavatvet sector. 7 The, re—insurance provisions: or 
other special provisions should assist these 
populations. These provinces are also expected to 
seek a continuation of CMHC mortgage lending 


functions, on a last resort basis, for rural areas. 


The provinces may react negatively to a large 
amount of real estate being sold on the market at 
one! time. Tenants facing rent increases could 
approach the provincial government for a rent sup- 
plement. When this occurred in one province last 
year, that province was not happy about tenant 
pressure to increase the government's subsidy bud- 


get by a large amount over a short period of time. 


All provinces are currently operating their own 
housing programs to meet the housing needs which 
they perceive to be priorities. Without exception, 
provinces consider that programs designed by the 
beoderals government. to apply equally -to,all 
provinces are not the best way to meet the housing 
needs perceived as priorities by their governments. 
Provincial governments seek maximum flexibility in 
applying federal funds to provincially perceived 
hous ienigy “nee dis . PHO wen C.e.s  clon-s:- id er 
federal=provinciual administration of housing 
programs a duplication and overlap of federal and 
provincial government services. The Premiers 
eruLedutOtrcssreouler ton Of. thic.,at. their 197.8 


conference in Regina. 
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Federal and provincial agency negotiation on this 
have not progressed very far, however, because the 
provinces *appear eto preter” duplvcatwvon to an 
elimination of federal funds. For ckhis reason, 
provinces can be expected to press for continuation 
of. the Rehabilitation and, Community Services 
Contribution programs. “The phasmmgmoutlotebne 
Rehabilitatiionsa'program? mig hie =b errand nia 1 
acceptable position to them. They might attempt to 
have the Community Services funds replaced through 
increases to other programs such as the Established 


Program Financing. 


Provincessranes particularly concerned wrth the 
rising cost of public housing subsidies and are 
seeking alternative ways to control expenditures. 
Most provinces would react strongly to suggestions 
by, the -Lederalsgovernmenit etos Limijintederal 
expenditures on public housing units currenuly 
under, long, texmecontract sor cost-sharing. .One 
province has suggested a settlement of the public 
housing debt and the federal expenditures committed 
injsubsidy=contracts..; Tfhermeact tong@ormoche: 
PHOvVeN cess tO thins; psug gest home has emote been 
enthusiastic. Provincial interest in seeking new 
arrangements for existing commitments might be 
dependent upon a new federal program which relieves 


provinces of their subsidy costs. 
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APPENDIX 


Certermtamt Ome Givvcc EZotlon 


Tine-LolLlowing is avdescriptiron of the criteria used in 
tec wTanalYors “Ole tie, Opttlons LEOLre privatizing ‘CMHC 


activities. 


(7) Resource’ Allocation 


Resoucce allocation reters to the distribution and 
allocation Of scarce financial” and real resources 
throughout the economy. AY Mayor. ObDVeceLlve, Of 
Petvatiazaevon is’ CO MiNimi: Zeta stOLrULons an che 
allocation of financial and real resources throughout 
the economy and to facilitate the flow of resources to 
the appropriate activities. Ina perfectly functioning 
economy these resources will be allocated to their 
appropriate sectors according to the relative strength 
of demand for various goods and services and their 


relative costs of production. 


If market imperfections exist which impede the free 
flow of resources and funds, if a monopoly exists which 
distorts the allocation of resources, or if activities 
have social benefits or costs which are not reflected 
in the price and hence in the allocation of resources, 
government activity is justified to compensate for the 
imMperrect1ons, tO OfiESset monopoly distortions, or to 
reflect the differing social and private benefits. 
However, if such market distortions or impediments do 
not exist there is not a justification for government 
intervention on resource allocation grounds, and such 
imcervenetion 15 tikely to be “counter-—productive by 
IiMEroducing, Other distortions nthe allocation of 


EesSOuctCes. 


(ir) “Cost Brfrectiveness 


Cost effectiveness refers to the most efficient and 
least costly method of delivering an output to final 
consumers. If output could be produced at a lower cost 


by the private sector and be profitable, this criterion 
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would also suggest that activities be shifted from the 
federal government to other levels of government (or 
from CMHC to other government departments or agencies), 
if (a) the activities were deemed on this or other 
grounds to be appropriate for government; and (b) other 
levels of government or other departments or agencies 
could perform the functions at a lower overall cost. 
The implication of such cost, efiectiveness miss that 
activities will be conducted most efficiently, freeing 
economic resources for other uses, or providing more 


output for the same cost. 


Clit) CyclicalnStabidicy 


Cyclicalwinstabiiitysire Lerse tom the seluctiaid Onsm ta ait 
occun pervodicalily jim theshousing: sector and) inj ithe 
economy fat ulange /(e’.g “jpAGNPY vate of ani tation: 
Unemployment jae ch ios lima BOME Ce aici val Gye Ror spOmene vy 
substantially reduces such fluctuations in either the 
housing sector or the overall economy, its continuation 
couldebe Wustit redgon this igroundsee ss ton iticant fan 
applying this» criterion, “1sso0our sconcern, withemassive 
fluctuations, Jas opposed to minor Lluctuat rons, fsince 
this, criterion is) directed towards mavotdirng (large 
distortions that major instability might generate, such 
as the booms sand busts: that, havewytypitied certain 
sectors of (the Canadian economy stead hemi nan cmand 
CONSTEMCH1ION) i insapplyangy thuswcr terion, account 
Should also be taken of the tendency for residential 
construction to fluctuate win anvanti—cyclical mannereso 
thatemrel gating tf hu clu ators. lneiiyolrs in ca mec 
accentuate overall instability (i.e., if housing booms 
correspond to general business down turns, taking the 
edge. obf such booms mightwattect thesabi lity of scene 
economy to lturn up). However, if protecting housing 
from bearing a disproportionate impact from general 
Stabilization policies is appropriate, then sheltering 
housing from disproportionately large fluctuations 
might enable the general stabilization policy to be 
pursued more vigorously and impact more uniformly 
throughout the economy. Consequently, if anvactivity 
has the potential to mitigate major fluctuations in the 
housing sector or general economy, its retention by the 


government may be appropriate. 


a 
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(iv) Social Policy 


Social policy refers to policies pursued by governments 
to enable Canadian residents to have access to a 
socially acceptable minimum standard of living. This 
includes access to a socially acceptable minimum of 
HOUSING SErvices;, nutrition, medical care,, and other 
necessities. Such policy can be conducted by direct 
income subsidies, by conditional subsidies such as a 
snelter fal lowance, “Or by “In-windwtrans fen se.ot 
commodities. If a government housing activity performs 
such a socially desired role its retention should be 
considered according to this criterion. However, the 
applicatin of this criterion should also consider the 
relative appropriateness and effectiveness of different 
policies directed toward delivering the socially 
desired income distribution. The major factors to be 
considered in determining the appropriateness of 
shelter policies should normally be the equity with 
which the policy treats clients with the same needs who 
must purchase accommodation in the different housing 
markets and the cost effectiveness of delivering such 


transfers. 


(vy) Ganadian Control. 


Canadran control of real resources, meters, togthe 
retention of ownership by Canadian residents of housing 
and the control of housing related business, but not 
necessarily to the retention of financial assets such 
as mortgages or other portfolio items by, Canadian 
residents. If the privatization of an activity were to 
result in the ownership or control of major housing or 
housing related activities passing from Canadians to 
non=-Ganadtans;, privatization would conflict with. this 
Criterion. if; on the other hand,..thesprivatization-of 
an activity were to result in the ownership of 
mortgages or other financial assets passing to 
non-Canadlans, privatization would not, conf hict.with 
Mivuws aChatemlOnweimee “CdS UWwOulG Dewan. porto) 10 
Eeansaction and Noe .rnm the normal course involve 


Ownership or control of real resources or activities. 
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